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FOREWORD 


The lectures here reproduced were delivered at 
the Eighth Institute under the Norman Wait 
Harris Memorial Foundation held at the Univer- 
sity of Chicago from June 22 to July 2, 1931. The 
Institute was devoted to “Unemployment as a 
World-Problem”’; and the subject was approached 
from the standpoints of economic theory, of con- 
temporary conditions, and of international reme- 
dies by the successive lecturers. 

The economic causes of depression and unem- 
ployment are analyzed by John Maynard Keynes, 
fellow and bursar of King’s College, Cambridge, 
England. In his Treatise on Money (1930) Mr. 
Keynes has already given a detailed analysis of the 
economics of depression and unemployment, while 
his experience on the British Committee on Finance 
and Industry, 1929~30, and as principal represent- 
ative of the Treasury at the Paris Peace Confer- 
ence, 1919, has given him direct contact with eco- 
nomic and financial problems as they affect nation- 
al and international politics. 

Karl Pribram, professor of economics and politi- 
cal science at the University of Frankfurt, Ger- 
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many, has written extensively on labor problems 
and was for several years chief of the Statistical 
Section, Research Division, of the International 
Labour Office in Geneva, Switzerland. His direct 
contact with unemployment conditions in Ger- 
many makes his contributions on this point espe- 
cially authoritative. 

E. J. Phelan, a national of the Irish Free State, 
has been chief of the Diplomatic Division of the 
International Labour Office since its foundation 
and has thus been in an unusual position to under- 
stand the attitudes of the various governments as 
well as of the labor and employer groups toward 
the problem of unemployment and to appreciate 
the economic and political value of the various 
international remedies which have been suggested. 


Quincy WriGHT, Chairman 
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AN ECONOMIC ANALYSIS OF 
UNEMPLOYMENT 


By Joun Maynarp KEYNES 


I. THE ORIGINATING CAUSES OF 
WORLD-UNEMPLOYMENT 


I 

We are today in the middle of the greatest eco- 
nomic catastrophe—the greatest catastrophe due 
almost entirely to economic causes—of the modern 
world. I am told that the view is held in Moscow 
that this is the last, the culminating crisis of capi- 
talism and that our existing order of society will 
not survive it. Wishes are fathers to thoughts. But 
there is, I think, a possibility—I will not put it 
higher than that—that when this crisis is looked 
back upon by the economic historian of the future 
it will be seen to mark one of the major turning- 
points. For it 1s a possibility that the duration of 
the slump may be much more prolonged than most 
people are expecting and that much will be 
changed, both in our ideas and in our methods, 
before we emerge. Not, of course, the duration of 
the acute phase of the slump, but that of the long, 
dragging conditions of semislump, or at least sub- 
normal prosperity which may be expected to suc- 
ceed the acute phase. Not more than a possibil- 
ity, however. For I believe that our destiny 1s in 
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our own hands and that we can emerge from it if 
only we choose—or rather if those choose who are 
in authority in the world. 

My main theme 1s to be an attempt to analyze 
the originating causes of the slump. For unless we 
understand these—unless our diagnosis is correct— 
I do not see how we can hope to find the cure. I 
shall make use of my own theories of monetary 
causation and therefore I may, perhaps, assume 
implicitly some measure of familiarity with them; 
but I shall try not to assume so much as to em- 
barrass those who are not acquainted with them. 

I see no reason to be in the slightest degree 
doubtful about the initiating causes of the slump. 
Let us consider a brief history of events beginning 
about 1924 or 1925. By that time or shortly after- 
ward the perturbations which had, perhaps inevita- 
bly, ensued on the war and the treaty of peace and 
the readjustments of economic relations between 
different countries seemed to have about run their 
course. Confidence was more or less restored; the 
mechanism of international lending was function- 
ing freely; and while several European countries 
still had serious difficulties to overcome, for the 
world as a whole conditions seemed to be set fair. 
It was widely believed that the general restoration 
of the gold standard would complete the edifice of 
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prosperity and that an indefinitely long period of 
ever increasing economic well-being was in front 
of the progressive industrial nations of the world. 
So, apart from certain local domestic troubles in 
Great Britain (and I am not dealing except in- 
cidentally with the British problem), was indeed 
the case for some four or five years. Now what was 
the leading characteristic of this period? Where 
and how were the seeds of subsequent trouble be- 
ing sown? 

The leading characteristic was an extraordinary 
willingness to borrow money for the purposes of 
new real investment at very high rates of interest— 
rates of interest which were extravagantly high on 
pre-war standards, rates of interest which have 
never in the history of the world been earned, I 
should say, over a period of years over the average 
of enterprise as a whole. This was a phenomenon 
which was apparent not, indeed, over the whole 
world but over a very large part of it. 

Let us consider the United States first, because 
the United States has held throughout the key 
position. The investment activity in this country 
was something prodigious and incredible. In the 
four years 1925-28 the total value of new construc- 
tion in the United States amounted to some $38,- 
000,000,000. This was—if you can credit it—at 
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an average rate of $800,000,000 a month for forty- 
eight months consecutively. It was more than 
double the amount of construction in the four 
years Igig-22, and, I may add, much more than 
double the amount that is going on now. Nor was 
this the whole of the American story. The growth 
of the instalment system, which represents a sort 
of semi-investment, was going on pari passu. And, 
more important still, the United States was a free 
purchaser of all kinds of foreign bonds, good, bad, 
and indifferent—a free lender for investment pur- 
poses, that is to say, to the rest of the world. To 
an important extent the United States was acting, 
in this generous foreign-loan policy, as a conduit 
pipe for the savings of the more cautious Euro- 
peans, who had less confidence in their own pros- 
perity than America had; so that the foreign-bond 
issues were often largely financed out of short- 
term funds which the rest of the world was, for 
considerations of safety or liquidity, depositing in 
New York. But Great Britain was also lending 
on a substantial scale. Altogether it is estimated 
that in 1925 the net foreign lending of capital- 
exporting countries amounted to about $2,300,- 
000,000. Naturally the result was to facilitate 
investment schemes over a wide area, especially in 
South America. All the countries of South Ameri- 
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ca found themselves in a position to finance every 
kind of scheme, good or bad. A comparatively 
small country like the republic of Colombia, to 
give an example, found itself able to borrow—I 
forget the exact figure—something approaching 
$200,000,000 in New York within a brief space of 
time. Rates of interest were high indeed. But 
the lender was willing and so was the borrower. 
Germany, as we all know, was another country 
that was both able and willing to borrow on a 
gigantic scale; indeed, in 1925 she alone borrowed 
sums approaching $1,000,000,000. 

This free borrowing was duly accompanied by 
capital expansion programs. In France there was 
long-continued building activity; in Germany in- 
dustry was reconstructed and municipal enterprise 
was conducted on an extravagant scale; in Spain 
the dictatorship embarked on enormous public 
works; indeed, 1n almost every European country 
a large force of labor and plant was being em- 
ployed on construction, thus consuming, but not 
producing, consumption goods, The same was true 
over the whole of South America and in Australia. 
Even in China the prolonged civil war involved 
great expenditures otherwise than on producing 
consumption goods—which, so long as it is going 
on, 1s analytically identical with investment, even 
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though its future fruits are less than nothing. In 
Russia, at the same time, immense efforts were 
being made to direct an unusually large proportion 
of the national forces to works of capital construc- 
tion. 

There was really only one important partial ex- 
ception, namely, Great Britain. In that country 
investment continued throughout on a somewhat 
moderate scale. Road development and housing 
programs did something to keep up investment. 
But the return to the gold standard and the rela- 
tive decline of the British staple export trades seri- 
ously cut down her ability to carry on foreign in- 
vestment up to anything like the same proportion 
of her savings as had been the case from 1900 to 
1914; and for various reasons home investment was 
not on a sufficient scale to absorb the whole of the 
balance. This, I am sure, 1s the fundamental rea- 
son why we in Great Britain were feeling depres- 
sion before the rest of the world. We were not par- 
ticipating in the enormous investment boom which 
the rest of the world was enjoying. Our savings 
were almost certainly in excess of our investment. 
In short, we were suffering a deflation. 

While some part of the investment which was 
going on in the world at large was doubtless ill 
judged and unfruitful, there can, I think, be no 
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doubt that the world was enormously enriched by 
the constructions of the quinquennium from 1925 
to 1929; Its wealth increased in these five years by 
as much as in any other ten or twenty years of its 
history. The expansion centered round building, 
the electrification of the world, and the associated 
enterprises of roads and motor cars. In those 
five years an appreciable change was effected in 
the housing, the power plant, and the transport 
system of a large part of the world. But it was not 
unduly specialized. Almost every department of 
capital development took its share. The capacity 
of the world to produce most of the staple food- 
stuffs and raw materials was greatly expanded; 
machinery and new techniques directed by science 
greatly increased the output of all the metals, 
rubber, sugar, the chief cereals, etc. The economic 
section of the League of Nations has published the 
figures. In the three years 1925-28 the output of 
foodstuffs and raw materials in the world as a whole 
increased by no less than 8 per cent and the output 
of manufactured goods rose by g per cent, that 1s 
to say, at least as fast as that of raw materials.' 
Progress was especially rapid in Europe where the 
increase in output was probably greater than even 
in North America. 


*] am quoting from a League of Nations’ publication. 
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Doubtless, as was inevitable in a period of such 
rapid change, the rate of growth of some individual 
commodities could not always be in just the ap- 
propriate relation to that of others. But, on the 
whole, I see little sign of any serious want of bal- 
ance such as is alleged by some authorities. The 
rates of growth of construction capital such as 
houses, of capital for manufacturing production, 
and of capital for raw material production; or again 
those of foodstuffs, of raw materials, of manufac- 
tures, of activities demanding personal services 
seem to me, looking back, to have been in as good 
a balance as one could have expected them to be. 
A very few more quinquennia of equal activity 
might, indeed, have brought us near to the econom- 
ic Eldorado where all our reasonable economic 
needs would be satisfied. 

It is not necessary for my present purpose to 
decide exactly how far this investment boom was 
inflationary in the special sense which I have given 
to that term—whether, 1n other words, it was bal- 
anced by saving or whether it was financed by 
surplus profits obtained by selling output at a price 
which was inflated above the normal costs of pro- 
duction. I am inclined to the view that the part 
played by inflation was surprisingly small, and that 
savings kept pace with investment to a remark- 
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able degree. In fact, there was very little rise in 
the price of the commodities covered by index 
numbers. This does not prove that there was no 
inflation: first, because we have no proper con- 
sumption index numbers, so that these might, if 
we had them, show a different result; second, be- 
cause the period was one of rapidly increasing effi- 
ciency, and it may be that while the price of many 
commodities was unchanged, too small a propor- 
tion of the increasing product was accruing to the 
factors of production and too much to the entre- 
preneurs, which would, according to my definition, 
be inflationary. Probably in some places and at 
some dates inflation was definitely present. But I 
think that the evidence suggests that savings were 
in fact abundantly available and were adequate to 
finance a very large part of the investment which 
was going on. This conclusion, if it 1s correct, will 
be important in the sequel. 

What was it, then, that brought all this fruitful 
activity to a sudden termination? This brings me 
to the second part of my discourse. 


I] 


It seems an extraordinary imbecility that this 
wonderful outburst of productive energy should be 
the prelude to impoverishment and depression. 
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Some austere and puritanical souls regard it both 
as an inevitable and a desirable nemesis on so much 
overexpansion, as they call it; a nemesis on man’s 
speculative spirit. It would, they feel, be a victory 
for the mammon of unrighteousness if so much 
prosperity was not subsequently balanced by uni- 
versal bankruptcy. We need, they say, what they 
politely call a “prolonged liquidation” to put us 
right. The liquidation, they tell us, is not yet com- 
plete. But in time it will be. And when sufficient 
time has elapsed for the completion of the liquida- 
tion, all will be well with us again. 

I do not take this view. I find the explanation 
of the current business losses, of the reduction of 
output, and of the unemployment which neces- 
sarily ensues on this not in the high level of invest- 
ment which was proceeding up to the spring of 
1929, but in the subsequent cessation of this in- 
vestment. I see no hope of a recovery except in a 
revival of the high level of investment. And I do 
not understand how universal bankruptcy can do 
any good or bring us nearer to prosperity, except 
in so far as it may, by some iucky chance, clear 
the boards for the recovery of investment. 

I suggest to you, therefore, that the questions 
to which we have to bend our intelligences are the 
causes of the collapse of investment and the means 
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of reviving investment. We cannot hope either to 
prophesy or to limit the duration of the slump ex- 
cept as the result of our understanding of these 
phenomena. 

Looking back, it 1s now clear that the decline of 
investment began early in 1929, that it preceded 
(and, according to my theory, was the cause of) 
the decline in business profits, and that it had 
gathered considerable momentum prior to the Wall 
Street slump in the autumn of 1929. 

Why did investment fall away? Probably it was 
due to a complex of causes. 

1. Too high a rate of interest was being paid. 
Experience was beginning to show that borrowers 
could not really hope to earn on new investment 
the rates which they had been paying. 

2. Even if some new investment could earn these 
high rates, in the course of time all the best pro- 
positions had got taken up, and the cream was off 
the business. In other words, as one would expect, 
the increased supply of capital goods meant that 
the rate of interest was due for a fall if further ex- 
pansion was to be possible. 

3. But just at this moment, so far from falling, 
the rate of interest was rising. The efforts of the 
Federal Reserve banks to check the boom on Wall 
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Street was making borrowing exceedingly dear to 
all kinds of borrowers. 

4. A further consequence of the very dear money 
in the United States was to exercise a drag on the 
gold of the rest of the world and hence to cause a 
credit contraction everywhere. 

5. And a third consequence was the unwilling- 
ness of American investors to buy foreign bonds 
since they found speculation in their own common 
stocks much more exciting. In 1929 net purchases 
of this character by the United States fell to about 
a quarter of what they had been in the previous 
year, and in 1930 they fell so low as to be negligible. 

I need hardly remind you how much fixed in- 
vestment fell away in the United States. If we take 
the familiar Dodge figures for 1925 as our index of 
100, we find a fall to 88 in 1929 and to 64 1n 1930, 
while at the present time the figures are still lower. 
But this falling-away of fixed investment, while 
most marked, perhaps, in the United States, was 
not confined to that country. The complex of cir- 
cumstances which I have outlined combined to 
cause a very marked diminution in the rate of in- 
vestment all over the world. 

Once this decline was started on a significant 
scale, it is exceedingly easy to see (on my way of 
looking at the matter) how the mere fact of a de- 
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cline precipitated a further decline, for the high 
level of profits began to fall away, the prices of 
commodities inevitably declined, and these things 
brought with them a series of further consequences. 

1. The decline in output brought a disinvest- 
ment in working capital. In the United States this 
was on a huge scale. 

2. The decline in profit diminished the attrac- 
tions of all kinds of investment. 

3. The fall in prices and the cessation of lending 
destroyed the credit of overseas borrowers, and 
made borrowing dearer for them just at the mo- 
ment when they needed cheaper loans if they were 
to continue. 

This decline has continued down to the present 
time, and so far as fixed investment is concerned, 
the volume of new investment must be today, tak- 
ing the world as a whole, at the lowest figure for 
very many years. 

Here I find—and I find without any doubts or 
reserves whatsoever—the whole of the explanation 
of the present state of affairs. But there is, I am 
afraid you may say, one very serious gap in my 
argument. I have been making all through a tacit 
assumption. And for those who do not accept this 
assumption, the conclusions must be unconvincing. 

My assumption is this: I have taken it for grant- 
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ed so far that if the volume of investment falls off, 
then of necessity the level of business profits falls 
away also. Grant me this and the rest, I think, 
follows. Now I believe this to be true, and I have 
set forth in detail the reasons for my belief in the 
first volume of my recently published Treatise on 
Money. But the argument is not easy, and I can- 
not claim that it is yet part of the accepted body 
of economic thought. 

It will be my duty, therefore, to endeavor in my 
next lecture to give you an outline of this reasoning 
in terms as well adapted as I can find for the me- 
dium of oral exposition. I shall then, in the light 
of this, pass on to what I have to say of a construc- 
tive character. 
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I have said that it is easy on my theory of the 
causation of these things to see why a severe de- 
cline in the volume of investment should have pro- 
duced the results that we see around us in the world 
today. This theory, however, will not be familiar 
to many of you; and I must, if my argument is to 
be complete and intelligible, endeavor to set forth 
for you at least an outline of it. You must, there- 
fore, forgive me a somewhat abstract discussion. 
Those who may wish to pursue the matter further 
I must refer to my Treatise on Money. But I will 
try, though it be at the risk of straining your at- 
tention, to put the gist of the matter very briefly 
as follows. 

Entrepreneurs pay out in salaries, wages, rents, 
and interest certain sums to the factors of produc- 
tion which I shall call their “costs of production.” 
Some of these entrepreneurs are producing capital 
goods, some of them are producing consumption 
goods. These sums, these costs of production, rep- 
resent in the aggregate the incomes of the individ- 
uals who own or are the factors of production. 
These individuals in their capacity of consumers 
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expend part of these incomes on buying consump- 
tion goods from the entrepreneurs; and another 
part of their incomes, which part we shall call their 
savings, they put back, as we may express it, into 
the financial machine—that is to say, they deposit 
it with their banks or buy stock-exchange securi- 
ties or real estate or repay instalments in respect of 
purchases previously made or the like. 

At the same time the financial machine will be 
enabling a different set of people to order and pay 
for various kinds of currently produced capital 
goods from the entrepreneurs who produce this 
class of goods, such as buildings, factories, ma- 
chines, equipment for transport, and public-utility 
enterprises and the like; and the aggregate of ex- 
penditures of this kind I find it convenient to call 
the “value of current investment.” 

Thus there are two streams of money flowing 
back to the entrepreneurs, namely, that part of 
their incomes which the public spend on consump- 
tion and those expenditures on the purchases of 
capital goods which I have called the value of cur- 
rent investment. These two amounts added to- 
gether make up the receipts or sale proceeds of the 
entrepreneurs. 

Now the profitableness of business as a whole 
depends, and can depend, on nothing but the dif- 
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ference between the sale proceeds of the entre- 
preneurs and their costs of production. If more 
comes back to them as sale proceeds than they 
have expended in costs of production, it follows 
that they must be making a profit. And, equally, 
if less comes back to them than they have paid out, 
they must be making a loss. I am speaking all the 
time, remember, of entrepreneurs as a whole. As 
between individual entrepreneurs, some will at all 
times be doing better than the average and some 
worse. 

Now for my equation, a very simple one, which 
gives, to my thinking, the clue to the whole business. 

The costs of production of the entrepreneurs are 
equal to the incomes of the public. Now the in- 
comes of the public are, obviously, equal to the 
sum of what they spend and of what they save. 
On the other hand, the sale proceeds of the entre- 
preneurs are equal to the sum of what the public 
spend on current consumption and what the finan- 
cial machine is causing to be spent on current in- 
vestment. 

Thus the costs of the entrepreneurs are equal to 
what the public spend plus what they save; while 
the receipts of the entrepreneurs are equal to what 
the public spend plus the value of current invest- 
ment. It follows, if you have been able to catch 
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what I am saying, that when the value of current 
investment is greater than the savings of the pub- 
lic, the receipts of the entrepreneurs are greater 
than their costs, so that they make a profit; and 
when, on the other hand, the value of current in- 
vestment is less than the savings of the public, the 
receipts of the entrepreneurs will be less than their 
costs, so that they make a loss. 

That is my secret, the clue to the scientific ex- 
planation of booms and slumps (and of much else, 
as I should claim) which I offer you. For you will 
perceive that when the rate of current investment 
increases (without a corresponding change in the 
rate of savings) business profits increase. More- 
over, the affair is cumulative. For when business 
profits are high, the financial machine facilitates 
increased orders for and purchases of capital goods, 
that is, it stimulates investment still further; which 
means that business profits are still greater; and 
so on. In short, a boom is in full progress. And 
contrariwise when investment falls off. For unless 
savings fall equally, which is not likely to be the 
case, the necessary result is that the profits of the 
business world fall away. This in turn reacts un- 
favorably on the volume of new investment; which 
causes a further decline in business profits. In 
short, a slump is upon us. 
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The whole matter may be summed up by saying 
that a boom is generated when investment exceeds 
saving and a slump is generated when saving ex- 
ceeds investment. But behind this simplicity there 
lie, I. am only too well aware, many complexities, 
many pitfalls, many opportunities for misunder- 
standing. You must excuse me if I slide over these, 
for it would take me weeks to expound them fully. 
Indeed, let me simplify further, for I should like 
for a moment to leave the variations in saving out 
of my argument. I shall assume that saving either 
varies in the wrong direction (which may, in fact, 
occur, especially in the early stages of the slump, 
since the fall in stock-exchange values as compared 
with the boom may by depreciating the value of 
people’s past savings increase their desire to add to 
them) or is substantially unchanged, or if it varies 
in the right direction, so as partly to compensate 
changes in investment, varies insufficiently (which 
is likely to be the case except perhaps when the 
community is, toward the end of a slump, very 
greatly impoverished indeed). That is to say, I 
shall concentrate on the variability of the rate of 
investment. For that is, in fact, the element in the 
economic situation which is capable of sudden and 
violent change. In the actual circumstances of the 
present hour that is the element which, according 
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to common observation, has indeed suffered a sud- 
den and violent change. And nothing, obviously, 
can restore employment which does not first re- 
store business profits. Yet nothing, in my judg- 
ment, can restore business profits which does not 
first restore the volume of investment, that is to 
say (in other words), the volume of orders for new 
capital goods. (For the only theoretical alterna- 
tive would be a large increase of expenditures by 
the public at the expense of their savings, an ex- 
travagance campaign, which at a time when every- 
one Is nervous and uncertain and sees the value of 
his stocks and shares depreciating is most unlikely 
to occur, whether it is desirable or not.) 

In the past it has been usual to believe that there 
was some preordained harmony by which saving 
and investment were necessarily equal. If we in- 
trusted our savings to a bank, it used to be said, 
the bank will of course make use of them, and they 
will duly find their way into industry and invest- 
ment. But unfortunately this is not so. I venture 
to say with certainty that it is not so. And it is 
out of the disequilibriums of savings and invest- 
ment, and out of nothing else, that the fluctua- 
tions of profits, of output, and of employment are 
generated. 
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What sorts of circumstances are capable of oc- 
curring which would be of a tendency to bring the 
slump to an end? 

It is important to notice that so long as output 
is declining, the effect of any decline of fixed in- 
vestment ts aggravated by disinvestment in work- 
ing capital. But this continues only so long as out- 
put continues to decline. It ceases as soon as out- 
put ceases to decline further even though the level 
at which output is steady is a very low one. And 
as soon as output begins to recover, even though 
it still remains at a very low level, the tide is turned 
and the decline in fixed investment is partly offset 
by increased investment in working capital. 

Now there is a reason for expecting an equilib- 
rium point of decline to be reached. A given de- 
ficiency of investment causes a given decline of 
profit. A given decline of profit causes a given de- 
cline of output. Unless there is a constantly in- 
creasing deficiency of investment, there is even- 
tually reached, therefore, a sufficiently low level 
of output which represents a kind of spurious 
equilibrium. 

There is also another reason for expecting the 
decline to reach a stopping-point. For I must now 
qualify my simplifying assumption that only the 
rate of investment changes and that the rate of 
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saving remains constant. At first, as I have said, 
the nervousness engendered by the slump may ac- 
tually tend to increase saving. For saving is often 
effected as a safeguard against insecurity. Thus 
savings may decrease when stock markets are soar- 
ing and increase when they are slumping. More- 
over, for the salaried and fixed-income class of the 
community the fall of prices will increase their 
margin available for saving. But as soon as output 
has declined heavily, strong forces will be brought 
into play in the direction of reducing the net vol- 
ume of saving. 

For one thing the unemployed will, in their ef- 
fort not to allow too great a decline in their estab- 
lished standard of life, not only cease to save but 
will probably be responsible for much negative 
saving by living on their own previous savings and 
those of their friends and relations. Much more 
important, however, than this is likely to be the 
emergence of negative saving on the part of the 
government, whether by diminished payments to 
sinking funds or by actual borrowing, as is now 
the case in the United States. In Great Britain, 
for example, the dole to the unemployed, largely 
financed by borrowing, is now at the rate of $500,- 
000,000 a year—equal to about a quarter of the 
country’s estimated rate of saving in good times. 
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In the United States the Treasury deficit to be fi- 
nanced by borrowing is put at $1,000,000,000. 
These expenditures are just as good in their im- 
mediate effects on the situation as would be an 
equal expenditure on capital works; the only dif- 
ference—and an important one enough—is that in 
the former cases we have nothing to show for it 
afterwards. 

Let me illustrate this by figures for the United 
States which are intended to be purely illustrative, 
though I have chosen them so as to be, perhaps, 
not too remote from the facts. Let us suppose that 
at the end of 1928 American investment was at 
the rate of $10,000,000,000 a year, while the na- 
tional savings were $9,000,000,000. This meant, 
as my fundamental analysis shows, abnormal prof- 
its to American business at the rate of $1,000,000,- 
ooo. Now let us suppose a decline in investment 
to $9,000,000,000. The exceptional profits are now 
obliterated. Next a further fall to $5,000,000,000. 
This means that the exceptional profits are not 
only obliterated, but that their place 1s taken by 
very large abnormal losses, namely, $4,000,000,- 
000, so long as savings continue at $9,000,000,000. 
These developments naturally cause a steady de- 
cline in output, which aggravates the loss by bring- 
ing with it a disinvestment in working capital. Let 
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us suppose that the disinvestment in working cap1- 
tal is at the rate of $1,500,000,000 a year. As long 
as this is going on, the rate of net investment may 
fall as low as $3,500,000,000. This means (or would 
mean if other factors remained unchanged) busi- 
ness receipts (including agriculture, of course) of 
.$5,500,000,000 below normal, and output will 
settle down to the level which just shows a margin 
over prime cost even when aggregate receipts are 
this much short of normal profits. But by this time 
the situation itself will have bred up some remedial 
factors. Let us suppose that a government deficit 
of $1,000,000,000 has developed and that saving 
by the public has fallen off by $1,000,000,000. 
Moreover, as soon as output ceases to fall further, 
disinvestment in working capital will cease. Thus 
the falling-off in business receipts below normal 
will no longer be $5,500,000,000 but only $2,000,- 
000,000 ($1,000,000,000 relief from government 
deficit, $1,000,000,000 from diminished saving, and 
$1,500,000,000 from the cessation of disinvestment 
in working capital). This means that output is be- 
low what ts justified by the new level of business 
receipts. Consequently it rises again. This rise 
means reinvestment in working capital, and busi- 
ness receipts may, for a time and so long as this re- 
investment is going on, recover almost to normal. 
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Nevertheless, if the nation’s savings stand at 
$9,000,000,000, granted a normal level of output 
and employment, then, so long as the rate of long- 
term interest in conjunction with other factors is 
too high to allow of more than $5,000,000,000 ex- 
penditure on fixed investment, a recovery staged 
along the foregoing lines is bound to be an illusion 
and a disappointment. For after it has proceeded 
a certain length, there is bound to be reaction and 
a renewed slump. Indeed, the figures accurately 
appropriate to the illustration may be such that 
the extent of the recovery will be comparatively 
slight. 

There can, therefore, I argue, be no secure basis 
for a return to an equilibrium of prosperity except 
a recovery of fixed investment to a level commen- 
surate with that of the national savings in pros- 
perous times. 
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III. THE ROAD TO RECOVERY 
I 


Whether or not my confidence is justified, I feel, 
then, no serious doubt or hesitation whatever as to 
the causes of the world-slump. I trace it wholly to 
the breakdown of investment throughout the 
world. After being held by a variety of factors 
at a fairly high level during most of the post-war 
period, the volume of this investment has during 
the past two and a half years suffered an enormous 
decline—a decline not fully compensated as yet by 
diminished savings or by government deficits. 

The problem of recovery is, therefore, a problem 
of re-establishing the volume of investment. The 
solution of this problem has two sides to it: on the 
one hand, a fall in the long-term rate of investment 
so as to bring a new range of propositions within 
the practical sphere; and, on the other hand, a re- 
turn of confidence to the business world so as to 
incline them to borrow on the basis of normal ex- 
pectations of the future. But the two aspects are by 
no means disconnected. For business confidence 
will not revive except with the experience of im- 
proving business profits. And, if I am right, busi- 
ness profits will not recover except with an increase 
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of investment. Nevertheless the mere reaction 
from the bottom and the feeling that it may be 
no longer prudent to wait for a further fall will be 
likely, perhaps in the near future, to bring about 
some modest recovery of confidence. We need, 
therefore, to work meanwhile for a drastic fall in 
the long-term rate of interest so that full advantage 
may be taken of any recovery of confidence. 

The problem of recovery is also, in my judgment, 
indissolubly bound up with the restoration of prices 
to a higher level, although if my theory is correct 
this is merely another aspect of the same phenome- 
non. The same events which lead to a recovery in 
the volume of investment will inevitably tend at 
the same time toward a revival of the price level. 
But inasmuch as the raising of prices is an essential 
ingredient in my policy I had better pause perhaps 
to offer some Justification of this before I proceed 
to consider the ways and means by which the vol- 
ume of investment and at the same time the level 
of prices can be raised. 

Unfortunately there is not complete unanimity 
among the economic doctors as to the desirability 
of raising the general price level at this phase of 
the cycle. Dr. Sprague, for example, in an address 
made recently in London which attracted much 
attention, declared it to be preferable that ‘“‘manu- 
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factured costs and prices should come down to 
equilibrium level with agricultural prices rather 
than that we should try to get agricultural prices 
up to an equilibrium level with the higher prices of 
manufactured goods.”’ 

For my own part, however, I dissent very strong- 
ly from this view and I should like, if I could, to 
provoke vehement controversy—a real discussion 
of the problem—in the hope that out of the clash 
of minds something useful might emerge. Un- 
til we have definitely decided whether or not we 
should wish prices to rise we are drifting without 
clear intentions in a rudderless vessel. 

Do we, then, want prices to rise back to a parity 
with what, a few months ago, we considered to be 
the established levels of our salaries, wages, and 
income generally? Or do we want to reduce our 
incomes to a parity with the existing level of the 
wholesale prices of raw commodities? Please notice 
that I emphasize the word “‘want,” for we shall 
confuse the argument unless we keep distinct what 
we want from what we think we can get. My own 
conclusion is that there are certain fundamental 
reasons of overwhelming force, quite distinct from 
the technical considerations tending in the same 
direction, which I have already indicated and to 
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which I shall return later, for wishing prices to 
rise. 

The first reason is on grounds of social stability 
and concord. Will not the social resistance to a 
drastic downward readjustment of salaries and 
wages be an ugly and a dangerous thing? I am told 
sometimes that these changes present compara- 
tively little difficulty in a country such as the 
United States where economic rigidity has not yet 
set in. I find it difficult to believe this. But it is 
for you, not me, to say. I know that in my own 
country a really large cut of many wages, a cut at 
all of the same order of magnitude as the fall in 
wholesale prices, is simply an impossibility. To 
attempt it would be to shake the social order to its 
foundation. There is scarcely one responsible per- 
son in Great Britain prepared to recommend it 
openly. And if, for the world as a whole, such a 
thing could be accomplished, we should be no 
farther forward than if we had sought a return to 
equilibrium by the path of raising prices. If, under 
the pressure of compelling reason, we are to launch 
all our efforts on a crusade of unpopular public 
duty, let it be for larger results than this. 

I have said that we should be no farther forward. 
But in fact even when we had accomplished the 
reduction of salaries and wages, we should be far 
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worse off, for the second reason for wishing prices 
to rise is on grounds of social justice and expedi- 
ency which have regard to the burden of indebted- 
ness fixed in terms of money. If we reach a new 
equilibrium by lowering the level of salaries and 
wages, we increase proportionately the burden of 
monetary indebtedness. In doing this we should be 
striking at the sanctity of contract. For the burden 
of monetary indebtedness in the world is already 
so heavy that any material addition would render 
it intolerable. This burden takes different forms in 
different countries. In my own country it is the 
national debt raised for the purposes of the war 
which bulks largest. In Germany it is the weight 
of reparation payments fixed in terms of money. 
For creditor and debtor countries there is the risk 
of rendering the charges on the debtor countries so 
insupportable that they abandon a hopeless task 
and walk the pathway of general default. In the 
United States the main problem would be, I sup- 
pose, the mortgages of the farmer and loans on real 
estate generally. There is, in fact what, in an in- 
structive essay, Professor Alvin Johnson has called 
the ‘farmers’ indemnity.” The notion that you 
solve the farmers’ problem by bringing down manu- 
facturing costs so that their own produce will ex- 
change for the same quantity of manufactured 
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goods as formerly is to mistake the situation alto- 
gether, for you would at the same time have greatly 
increased the farmers’ burden of mortgages which 
was already too high. Or take another case—loans 
against buildings. If the cost of new building were 
to fall to a parity with the price of raw materials, 
what would become of the security for existing 
loans? 

Thus national debts, war debts, obligations be- 
tween the creditor and debtor nations, farm mort- 
gages, real estate mortgages—all this financial 
structure would be deranged by the adoption of 
Dr. Sprague’s proposal. A widespread bankruptcy, 
default, and repudiation of bonds would necessarily 
ensue. Banks would be in jeopardy. I need not 
continue the catalogue. And what would be the 
advantage of having caused so much ruin? I do 
not know. Dr. Sprague did not tell us that. 

Moreover, over and above these compelling rea- 
sons there is also the technical reason, the validity 
of which is not so generally recognized, which I 
have endeavored to elucidate in my previous lec- 
ture. If our object is to remedy unemployment it 1s 
obvious that we must first of all make business 
more profitable. In other words, the problem 1s to 
cause business receipts to rise relatively to busi- 
ness costs. But I have already endeavored to show 
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that the same train of events which will lead to 
this desired result is also part and parcel of the 
causation of higher prices, and that any policy 
which at this stage of the credit cycle is not di- 
rected to raising prices also fails in the object of 
improving business profits. 

The cumulative argument for wishing prices to 
rise appears to me, therefore, to be overwhelming, 
as I hope it does to you. Fortunately many if not 
most people agree with this view. You may feel 
that I have been wasting time in emphasizing it. 
But I do not think that I have been wasting time, 
for while most people probably accept this view, 
I doubt if they feel it with sufficient intensity. I 
wish to take precautions beforehand against any- 
one asking—when I come to the second and con- 
structive part of my argument—whether, after all, 
it is so essential that prices should rise. Is it not 
better that liquidation should take its course? 
Should we not be, then, all the healthier for liquida- 
tion, which is their polite phrase for general bank- 
ruptcy, when it is complete? 


I 


Let us now return to our main theme. The cure 
of unemployment involves improving business 
profits. The improvement of business profits can 
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come about only by an improvement in new invest- 
ment relative to saving. An increase of investment 
relative to saving must also, as an inevitable by- 
product, bring about a rise of prices, thus amelio- 
rating the burdens arising out of monetary in- 
debtedness. The problem resolves itself, therefore, 
into the question as to what means we can adopt 
to increase the volume of investment, which you 
will remember means in my terminology the ex- 
penditure of money on the output of new capital 
goods of whatever kind. 

When I have said this, I have, strictly speaking, 
said all that an economist as such is entitled to say. 
What remains is essentially a technical banking 
problem. The practical means by which invest- 
ment can be increased is, or ought to be, the bank- 
ers’ business, and pre-eminently the business of the 
central banker. But you will not consider that I 
have completed my task unless I give some indi- 
cation of the methods which are open to the banker. 

There are, in short, three lines of approach. The 
first line of approach is the restoration of confi- 
dence both to the lender and to the borrower. The 
lender must have sufficient confidence in the credit 
and solvency of the borrower so as not to wish to 
charge him a crushing addition to the pure interest 
charge in order to cover risk. The borrower, on the 
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other hand, must have sufficient confidence in the 
business prospects to believe that he has a reason- 
able prospect of earning sufficient return from a 
new investment proposition to recover with a mar- 
gin the interest which he has to bind himself to pay 
to the lender. Failing the restoration of confidence, 
we may easily have a vicious circle set up in which 
the rate of interest which the lender requires to 
cover what he considers the risks of the situation 
represents a higher rate than the borrower believes 
that he can earn. 

Nevertheless, there is perhaps not a great deal 
that can be done deliberately to restore confidence. 
The turning-point may come in part from some 
chance and unpredictable event. But it is capable, 
of course, of being greatly affected by favorable 
international developments, as for example, an 
alleviation of the war debts such as Mr. Hoover 
has lately proposed; though if he goes no farther 
than he has promised to go at present, the shock 
to confidence, long before his year of grace is out, 
may come perhaps just at the moment when it will 
interfere most with an incipient revival. In the 
main, however, restoration of confidence must be 
based, not on the vague expectations or hopes of 
the business world, but on a real improvement in 
fundamentals; in other words, on a breaking of the 
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vicious circle. Thus if results can be achieved along 
the two remaining lines of approach which I have 
yet to mention, these favorable effects may be mag- 
nified by their reaction on the state of confidence. 

The second line of approach consists in new con- 
struction programs under the direct auspices of the 
government or other public authorities. Theoreti- 
cally, it seems to me, there is everything to be said 
for action along these lines. For the government 
can borrow cheaply and need not be deterred by 
overnice calculations as to the prospective return. 
I have been a strong advocate of such measures in 
Great Britain, and I believe that they can play an 
extremely valuable part in breaking the vicious 
circle everywhere. For a government program is 
calculated to improve the level of business profits 
and hence to increase the likelihood of private en- 
terprise again lifting up its head. The difficulty 
about government programs seems to me to be 
essentially a practical one. It 1s not easy to devise 
at short notice schemes which are wisely and effi- 
ciently conceived and which can be put rapidly 
into operation on a really large scale. Thus I 
applaud the idea and only hesitate to depend too 
much in practice on this method alone unaided by 
others. I am not sure that as time goes by we may 
not have to attempt to organize methods of direct 
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government action along these lines more deliber- 
ately than hitherto, and that such action may play 
an increasingly important part in the economic life 
of the community. 

The third line of approach consists in a reduction 
in the long-term rate of interest. It may be that 
when confidence is at its lowest ebb the rate of in- 
terest plays a comparatively small part. It may 
also be true that, in so far as manufacturing plants 
are concerned, the rate of interest is never the 
dominating factor. But, after all, the main volume 
of investment always takes the forms of housing, of 
public utilities and of transportation. Within these 
spheres the rate of interest plays, I am convinced, 
a predominant part. I am ready to believe that a 
small change in the rate of interest may not be 
sufficient. That, indeed, is why I am pessimistic 
as to an early return to normal prosperity. I am 
ready enough to admit that it may be extremely 
difficult both to restore confidence adequately and 
to reduce interest rates adequately. There will be 
no need to be surprised, therefore, if a long time 
elapses before we have a recovery all the way back 
to normal. 

Nevertheless, a sufficient change in the rate of 
interest must surely bring within the horizon all 
kinds of projects which are out of the question at 
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the present rate of interest. Let me quote an ex- 
ample from my own country. No one believes that 
it will pay to electrify the railway system of Great 
Britain on the basis of borrowing at 5 per cent. 
At 43 per cent the enthusiasts believe that it will be 
worth while; at 4 per cent everyone agrees it is an 
open question; at 35 per cent it is impossible to dis- 
pute that it will be worth while. So it must be with 
endless other technical projects. Every fall in the 
rate of interest will bring a new range of projects 
within a practical sphere. Moreover, if 1t be true— 
as it probably is—that the demand for house room 
is elastic, every significant fall in the rate of in- 
terest, by reducing the rent which has to be 
charged, brings with it an additional demand for 
house room. 

As I look at it, indeed, the task of adjusting the 
long-term rate of interest to the technical possi- 
bilities of our age so that the demand for new capi- 
tal is as nearly as possible equal to the commu- 
nity’s current volume of savings must be the prime 
object of financial statesmanship. It may not be 
easy and a large change may be needed, but there 
is no other way out. 

Finally, how is the banking system to affect the 
long-term rate of interest? For prima facte the 
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banking system is concerned with the short-term 
rate of interest rather than with the long. 

In course of time I see no insuperable difficulty. 
There is a normal relation between the short-term 
rate of interest and the long-term, and in the long 
run the banking system can affect the long-term 
rate by obstinately adhering to the correct policy 
in regard to the short-term rate. But there may 
also be devices for hastening the effect of the short- 
term rate on the long-term rate. A reduction of the 
long-term rate of interest amounts to the same 
thing as raising the price of bonds. The price of 
bonds amounts to the same thing as the price of 
non-liquid assets in terms of liquid assets. I sug- 
gest to you that there are three ways in which it is 
reasonable to hope to exercise an influence in this 
direction. 

The first method is to increase the quantity of 
liquid assets—in other words, to increase the basis 
of credit by means of open-market operations, as 
they are usually called, on the part of the central 
bank. I know that this involves technical ques- 
tions of some difficulty with which I must not 
burden this lecture. I should, however, rely con- 
fidently in due course on influencing the price of 
bonds by steadily supplying the market with a 
greater quantity of liquid assets than the market 
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felt itself to require so that there would be a con- 
stant pressure to transform liquid assets into the 
more profitable non-liquid assets. 

The second course is to diminish the attractions 
of liquid assets by lowering the rate of deposit 
interest. In such circumstances as the present it 
seems to me that the rate of interest allowed on 
liquid assets should be reduced as nearly as possi- 
ble to the vanishing-point. 

The third method is to increase the attractions 
of non-liquid assets, which, however, brings us 
back again in effect to our first remedy, namely, 
methods of increasing confidence. 

For my own part, I should have thought it de- 
sirable to advance along all three fronts simul- 
taneously. But the central idea that I wish to 
leave with you is the vital necessity for a society 
living in the phase in which we are living today, 
to bring down the long-term rate of interest at a 
pace appropriate to the underlying facts. As 
houses and equipment of every kind increase in 
quantity we ought to be growing richer on the 
principle of compound interest. As technological 
changes make possible a given output of goods of 
every description with a diminishing quantity of 
human effort, again we ought to be forever increas- 
ing our level of economic well-being. But the 
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worst of these developments is that they bring us to 
what may be called the dilemma of a rich country, 
namely, that they make it more and more difficult 
to find an outlet for our savings. Thus we need to 
pay constant conscious attention to the long-term 
rate of interest for fear that our vast resources may 
be running to waste through a failure to direct our 
savings into constructive uses and that this run- 
ning to waste may interfere with that beneficent 
operation of compound interest which should, if 
everything was proceeding smoothly in a well gov- 
erned society, lead us within a few generations to 
the complete abolition of oppressive economic 
want. 
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WORLD-UNEMPLOYMENT AND 
ITS PROBLEMS 


By Karu PriBRAM 


I. THE ECONOMIC BACKGROUND 
OF UNEMPLOYMENT 


In the course of the present depression, which be- 
gan in the autumn of 1929, unemployment in the 
world has attained proportions which it never 
reached before—certainly not in the depression of 
1921-22, which succeeded the boom that came 
after the end of the war. It must be admitted that 
for many countries there is no adequate statistical 
material on which to base a world-unemployment 
figure that would be in any degree reliable, and we 
are therefore driven back upon estimates. These 
do, however, at least give an idea of the extent of 
unemployment and its growth since the autumn of 
192g—since the beginning of the world-depression. 
The civilized countries entered into the period of a 
changing trade cycle with some five millions un- 
employed; for there were already symptoms of a 
depression, especially in certain of the European 
industrial countries, where a comparatively high 
percentage of permanent unemployment is the un- 
happy legacy of the war. At the same time, serious 
though this unemployment figure of five millions 
may have been for those countries that had any 
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considerable share of it, whether it represented a 
world economic problem is doubtful. 

By the middle of 1930 the number of unemployed 
were more than doubled, having reached some 
eleven millions, and at the end of the year the 
number was estimated at from nineteen to twenty- 
two millions, an increase of between four and five 
millions having taken place during the last three 
months of the year—about as much as the total 
figure at the beginning of the depression. The 
changes that have taken place since that time are 
mainly due to seasonal influences. Apart from 
unemployment, there is also an_ incalculable 
amount of short-time employment. 

The chief centers of unemployment are to be 
found in the great industrial countries—the United 
States, Great Britain, and Germany—but many 
other countries that have a large share of the world- 
market are also seriously affected: Belgium, Nor- 
way, Italy, Austria, Czechoslovakia, Poland, Can- 
ada, Australia, New Zealand, and Japan. In Ger- 
many about 25 per cent of all workers are unem- 
ployed (short time not being taken into account); 
in England, about 21 per cent of all workers coming 
under the unemployment insurance scheme; in the 
United States the number of hours worked in in- 
dustry has fallen by about a third as compared 
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with the peak reached in 1929. Somewhat lower 
percentages obtain in the majority of other civilized 
countries. 

If there is anything that can clearly illustrate the 
economic interdependence of the peoples of the 
world, that can plainly show us how the fortunes of 
every country are linked with those of every other 
country, it is a glance at the depressing movement 
of the unemployment figures; for they prove that, 
once the evil has come to birth at some point which 
is vital to the accumulation of capital or to world- 
trade, it spreads relentlessly and attacks every 
country in the world. 

It is hardly necessary to describe the devastating 
effects that unemployment is bound to produce for 
the individual worker, even in those countries 
where unemployment relief saves him from the ex- 
treme of destitution. The moral effects of enforced 
inactivity lasting week after week, or even month 
after month, are perhaps even worse than the 1n- 
fluence of the loss of regular wages on the standard 
of life of the worker’s family. In some cases the 
efficiency of an unemployed man may be perma- 
nently impaired, even if, later, he again finds 
work. Dull resignation to an unalterable fate and 
desperate rebellion against the injustice of an eco- 
nomic system that can offer no work to a man who 
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is able and willing to do it—these are the two poles 
between which the mentality of the unemployed 
man fluctuates; and it is almost a miracle that this 
situation has not led to grave social disturbances in 
many European countries. Next to the strength of 
the governmental organization which is a feature 
of the European countries, the two main factors 
that have so far prevented any such social upheaval 
are these: unemployment relief, which has saved 
large masses of the population from despair and 
insurrection, and the influence of the trade-unions, 
which are more and more bound to become con- 
servative pillars of the existing economic system, 
although in certain countries, especially in Central 
Europe, they have not abandoned the slogan of the 
class war. Whatever we may think of the conse- 
quences produced by the combination of the trade- 
union wages policy and the unemployment relief 
system, unemployment insurance and the unions 
are indispensable as supports for the social and 
economic order in most of the European countries. 

Now let us consider the unemployment problem 
from another angle, and ask ourselves what will be 
the effect of this reduction of labor on the world’s 
supply of goods. At present it is extraordinarily 
difficult, if not wholly impossible, to get any useful 
sort of insight into this question, because reliable 
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statistical bases for an estimate of the decline in 
world-production during this last period of de- 
pression are only to a certain extent available. The 
reports published at regular intervals since the 
World Economic Conference of 1927 by the Secre- 
tariat of the League of Nations cover only the 
years 1923-28/29'—just that period which was al- 
most everywhere one of prosperity, of flourishing 
production and trade, before the heavy recoil came. 
In any case, the production figures are incomplete, 
as they cover only raw materials and foodstuffs. 
But, even so, the production index calculated here 
gives us a general idea of the increase of production 
during this period of prosperity. Europe (excluding 
Russia) increased its production by about 11 per 
cent as compared with the pre-war figures, the per- 
centage for Eastern and Central Europe (excluding 
Russia) being much lower (8 per cent) than that 
for the rest of Europe (14 per cent). Since the in- 
crease in the population of Europe (about 8 per 
cent) lagged behind the rise in the output of food- 
stuffs and raw materials, we can conclude from this 
fact alone that there was a slow but steady im- 
provement in the supply of commodities. 

In other parts of the world the rate of increase of 
production was still greater. For North America 
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it was no less than 35 per cent against a population 
increase of 26 per cent; for Central America, with 
a much smaller population increase, 58 per cent; 
for South America, where the population is in- 
creasing very rapidly, 56 per cent; for Africa 52 per 
cent, against a population increase of only 10 per 
cent; for Asia, with a similar increase of population, 
24 per cent; for Oceania about 33 per cent against 
a population increase of 25 per cent. For the whole 
world, the population increased by about Io per 
cent, the production of foodstuffs by 16 per cent, 
and that of raw materials by 40 per cent. These 
percentages clearly show that the production of 
foodstuffs is much less elastic than that of raw 
materials; but the unparalleled increase of the 
latter at once raises the question whether the con- 
sumption of raw materials could keep pace with 
this growth of output. Unfortunately, this ques- 
tion has been answered very plainly by the depres- 
sion, inasmuch as the fall in prices has hit raw 
materials so particularly hard. 

It must be admitted that these figures throw no 
light on the increase of industrial output, as pro- 
visional estimates have been made for only a few 
industrial countries. In any case, however, at the 
end of this period of comparative prosperity in all 
countries and of an unparalleled expansion of pro- 
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duction in the United States, there were far more 
raw materials and foodstuffs available in the world, 
per head of population, than before the war, and 
far more extensive and efficient plant and factories 
than ever before—and yet no employment can be 
found for men who are able and willing to produce 
goods for their own eventual consumption. The 
most deep-rooted and difficult problems that can 
be presented to the mind of man arise out of this 
apparently so simple observation. Have we to deal 
with natural “laws”? which apply whenever and 
wherever the economic system has attained a high 
degree of mechanical equipment—which bring 
about a disproportionate development of individual 
branches of production, and from time to time 
cause men to be temporarily superseded by ma- 
chines? In that case we are helpless in looking at 
these events. Or is it an alternate expansion and 
contraction of production due to the capitalistic 
market system—which would not take place under 
a different economic system? Or is it all due to 
defects in our economic organization, especially its 
credit system, which we must get rid of if we are 
to exorcise the evil of depression and unemploy- 
ment? 

However that may be, in the present depression 
the increase in industrial production which took 
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place so rapidly during the last few years before the 
depression set in has, for the time being, to a large 
extent been thrown away. The fall in production 
by the end of 1930, as compared with the middle of 
1929, is estimated at from one-fifth to one-fourth, 
and, to judge from the extent of employment, it 
has not changed much since then. 

If the year 1928 is taken as basis and the indices 
of the volume of production are compared for dif- 
ferent countries, they are, for the end of 1930, 
about 72 for the United States and Germany, 80 
for Poland and Canada, 95 for Great Britain—only 
for France, Japan, and especially Sweden are they 
above 100. The German figure is very striking. 
Productive capacity of Germany has sunk fairly 
to the same level which was reached in 1924, im- 
mediately after the stabilization of the mark. It 
never happened before in Germany, or in any other 
industrial country, that the expansion of produc- 
tion which had taken place during a period of 
prosperity has been annihilated by the following 
crisis to such an extent that no lasting increase has 
been left. The acuteness of the crisis is character- 
ized by certain remarkable symptoms, especially 
by the decrease of the production of iron and steel, 
which went down in December, 1930, for all coun- 
tries taken together to half of the maximum 
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reached during the preceding prosperity period. 
For the United States and Great Britain the fall 
has been still heavier. 

The consequences of this setback are shared in 
widely varying degrees by the different countries, 
and by the different classes of the population in one 
and the same country. Those who, economically, 
are weakest and have least resisting power—ac- 
cording to the nature of the event these may be 
any class of the population, of any particular na- 
tion—these have to support the full weight of any 
general economic catastrophe. The millions by 
which we reckon the unemployed are the direct 
expression of this distribution of strength, even 
though these figures do not in the remotest degree 
indicate the full extent of the economic collapse, or 
the number of the victims of the depression. 

The next question that arises is as easy to ask 
as it is hard to answer. It 1s this: What is the 
origin of this quite unparalleled fall in production, 
this terrible amount of unemployment, the like of 
which is hardly to be found in the whole of eco- 
nomic history? To get some sort of clear idea on 
this subject, we will for the present ignore the 
question whether the ups and downs of trade cy- 
cles, the alternate rises and falls of production and 
employment, are a necessary feature of every eco- 
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nomic system, or at all events of the capitalist 
order. 

During the period of continually growing pros- 
perity that America enjoyed from 1923 to 1928, 
it was possible to think that a practical solution of 
the riddle of trade cycles had been found there; 
and in European countries, which suffered from 
numerous transitory depressions even during that 
period, many people held this view, though un- 
fortunately it was not confirmed by later events. 
But even if, provisionally, we look upon the alter- 
nation of trade cycles as something inevitable in 
our economic life, and consequently regard the de- 
pression as an inescapable reaction from the period 
of prosperity, we still have to explain why that 
reaction is so violent, and why, in consequence, un- 
employment has reached such wholly abnormal 
proportions. We will, however, not discuss here 
to what extent this unemployment may be attribut- 
able in many countries to changes in the distribu- 
tion of the population by age-groups, to restric- 
tions on migration, and to other non-economic 
factors. 

Accordingly, we propose to make a brief survey 
of the economic events that can be advanced in 
explanation of the present extraordinary preva- 
lence of unemployment; for, obviously, we cannot 
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judge what measures should be taken against un- 
employment unless we have some knowledge of its 
causes. Many of these operate only in certain 
countries, and where they do operate they are not 
always of equal importance; whereas others can 
lay claim to a world-wide application. It is the 
cumulative effect of these events which has ren- 
dered the present crisis and unemployment so 
acute. 

It is convenient to divide the manifold factors 
that have contributed to the prevailing unemploy- 
ment into several groups, according to the kind of 
influence they have exercised on the extent of em- 
ployment in industry and, consequently, on the 
labor market. If seasonal influences, which are 
very important for certain industries, are left aside, 
the present unemployment is caused or intensified 
by: (1) Circumstances that set up a permanent 
disproportion between the output capacity of 
undertakings and the absorptive capacity of the 
market. (2) Circumstances that make it difficult 
for undertakings to adjust costs to falling prices. 
(3) Circumstances that bring about an abrupt re- 
striction of credit. (4) Circumstances which, with- 
out causing a restriction of output, lead to a fall 
in the demand for labor. (5) Unusual develop- 
ments in world-economics which cause the prices 


{55 ] 


UNEMPLOYMENT 


of all goods, or the prices of specific classes of 
goods, to fall. 

How far the phenomena which fall into these 
various classes are connected with one another and, 
as in many cases, are traceable to common origins, 
is a question that may be left unanswered—for it 
could only be settled in the course of a comprehen- 
sive explanation of economic trends. 

1. To the first group—permanent disturbance 
of market conditions in existing industries—be- 
longs, primarily, that disorganization of markets 
from which important European industries suffered 
after the end of the war. Long before the war many 
European countries had been compelled, on ac- 
count of their relatively small area, to produce in- 
dustrial products on a large scale for foreign mar- 
kets, or to export industrial products in exchange 
for raw materials; in all the political divisions of 
Europe, as they were then, production and markets 
were completely adjusted. After the War it was 
found that certain countries had altogether or to a 
large extent lost the markets for which their indus- 
trial products were designated—partly in the Far 
Fast and the American continent, partly in Europe 
itself and in Russia. The products of other coun- 
tries had driven them out, and this displacement of 
export markets proceeded rapidly after the war, in 
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proportion to the general increase of credit expan- 
sion and to the development of industries in coun- 
tries which formerly had produced mainly agrarian 
products and raw materials, in Europe as well as in 
other continents. 

The output capacity of many industries, already 
too great for the absorptive capacity of the market, 
underwent a further disproportionate increase dur- 
ing the brief boom that followed the end of the war. 
In countries where the currency was completely 
disorganized by inflation and where, consequently, 
accurate calculation was quite impossible, existing 
plant was frequently enlarged without proper re- 
gard to the demand for the goods to be produced. 
In the reports prepared for the World Economic 
Conference of 1927, this critical position of 1m- 
portant European industries (coal, iron and steel, 
engineering, textiles, chemicals, sugar) was de- 
scribed in detail from the international standpoint. 
It is these very industries that employ, when work- 
ing at full capacity, a very large proportion of the 
workers of Europe. In the new industries which 
have developed since the war, and which manu- 
facture a superior quality of goods, the demand for 
labor is as a rule much smaller. 

In the course of the repeated depressions that 
followed the boom in the European countries some 
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of the old concerns were wound up, while the rest— 
unless they were extraordinarily fortunate—had to 
reduce their output very considerably. In any case 
the unemployment figures in England, Germany, 
Austria, and Poland, which are constantly high in 
spite of temporary falls, show how unsuccessful 
was the attempt in those countries to restore that 
adjustment of industrial output to market condi- 
tions which is an essential condition of normal eco- 
nomic development. For a while there was some 
hope that the world-demand for industrial goods 
would slowly overtake the excessive output capac- 
ity, or that, as a result of the creation or expansion 
of other industries, the superfluous labor might 
gradually be absorbed in other directions; but the 
further losses of export markets due to the world- 
depression, which also brought the establishment 
or enlargement of undertakings to an abrupt stand- 
still, has put an end to such hopes until some fresh 
development occurs. 

This large mass of permanent unemployment 
causes a continuous decline in the purchasing 
power of considerable sections of the population; 
the absorptive capacity of the home market is 
thereby limited, and dependence on foreign mar- 
kets becomes the distinctive feature of the coun- 
try’s economy. In these countries, therefore, the 
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effect of the world-economic depressions has been 
that fresh unemployment has been added to the 
prosperous times; hence the appallingly high figures 
seen in the statistics of those countries. 

This situation is further aggravated by the com- 
mercial policy pursued by nearly all countries, 
which obstructs the access of the products of ex- 
porting industries to their markets. In the first 
years after the war this policy, in conjunction with 
the disintegration of currencies, contributed in an 
extraordinary degree to disorganize the export 
markets. The peace treaty actually created some 
20,000 miles of new customs frontiers in Europe, 
and almost every one of the newly-erected states 
endeavored, in emulation of the older states, to 
develop all possible industries in its own territory— 
even when the size, capital wealth, and population 
of that territory were not such as to offer any seri- 
ous prospect of disposing of products in mass. Out 
of these tendencies arose an increased danger of 
mistaken outlay, the greater because the new un- 
dertakings were not all in a position to pay their 
working expenses out of profits, but had to obtain 
credits—often on very oppressive terms—or be- 
cause they were fostered by state subsidies. 

During the last few years European commercial 
policy, which was at first a mere chaos, has ac- 
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quired a certain measure of order. But the high 
level of customs duties—far above the normal level 
before the war—has not altered, nor has the con- 
stant threat of a further increase lost any of its 
force. This threat is a far more serious matter for 
world-trade than the actual height of the tariffs, 
because every increase of duty upsets the condi- 
tions on which the exporting industries of other 
countries have based their output. Especially by 
the Hawley-Smoot tariff of the United States, 
which came into force in June, 1930, the export of 
several European countries (Switzerland, France, 
Italy, and others) has been badly hit. 

The League of Nations statistics, to which refer- 
ence has already been made, prove that no meas- 
ures of tariff policy can stop the development of 
world-trade in prosperous periods. We see from 
these figures that for the years 1927 and 1928 the 
increase 1n international trade for the whole world, 
as compared with the pre-war period, was from 21 
to 24 percent. It is true that the share of the Euro- 
pean countries in this increase was only about 12 
per cent, whereas the figure for North America was 
62 per cent; but even this 12 per cent is more than 
the increase in population, and almost as much as 
the rise in the output of foodstuffs and raw materi- 
als. During the present period of depression this 
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increase in foreign trade has again been completely 
lost; the fall in the turnover of European trade at 
the end of 1930, as compared with 1928, reckoned 
in cash without reference to the fall in prices, is 
estimated at 20 per cent, and the corresponding fig- 
ure for the whole world at 28 per cent; and there 
has been a heavy further decline since. 
Commercial policy contributes to increase these 
losses and to transform the position of the great 
exporting industries, which was already far from 
satisfactory, into a very critical one. Only lately 
(in March, 1931) the efforts of the League of Na- 
tions to establish a “tariff truce,’ that is, a col- 
lective agreement on the part of states whereby at 
the very least any further increase in tariffs above 
the average level hitherto prevailing would be pre- 
vented, have failed. The states thus have a free 
hand to increase their rates of duty, and they can 
avail themselves of this freedom the more easily 
because for the most part their commercial treaties 
are concluded only for very short periods. It 
should also be mentioned that, in a great many 
countries, the duties are not fixed ad valorem, but 
on the weight of the goods or on units of quantity, 
and that, consequently, in the event of a general 
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fall in prices, the proportion of duty to the value 
of the goods automatically rises. Hence these du- 
ties—even if they are not actually raised—repre- 
sent a very serious factor in costs for the exporting 
industries, which makes it more difficult to adjust 
costs of production to the falling prices of goods. 
This brings us to the second group of circumstances 
that tend to increase unemployment through costs. 

2. Itis the relation between prices and costs that 
concerns us in this connection. Professor Irving 
Fisher has shown in a very interesting investiga- 
tion’ that, subject to certain intervals which some- 
times change, unemployment varies on parallel 
lines with the movement of wholesale prices—that 
it falls when prices rise and rises when prices fall. 
The International Labour Office has established, 
by comparing the relevant statistics, that this 1s 
true of a number of countries down to the most 
recent times, and the results of these inquiries are 
undoubtedly worthy of particular consideration. 
It is, however, quite clear that, as Professor Fisher 
himself asserts, in order to obtain a correct idea of 
this connection we must interpolate another im- 
portant intermediate step which, however, cannot 
for the time being be statistically expressed in the 
same way as the indices of wholesale prices and the 
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unemployment figures: this factor is the corre- 
sponding movement of production costs. 

On purely theoretical grounds it might be as- 
sumed that, apart from exceptional cases and peri- 
ods of transition, there could be absolutely no 
shrinkage of production, and consequently also no 
unemployment, if every employer were able to ad- 
just his production costs to falling prices immedi- 
ately. This is not possible, however, because 
prices, or in other words the purchasing power of 
money, vary widely in different branches of trade— 
in some, such as the wholesale market for raw 
materials, very rapidly, and in others very slowly. 
Through the continual examination of price in- 
dices this fact is so generally known that there is 
little need to dwell upon it here. 

For our purposes this leads to the immediate con- 
sequence that the restriction of output, and with it 
the degree of unemployment, are not in any direct 
proportion to the fall in wholesale prices. This 
proportion is influenced by the extent (if any) to 
which manufacturers are able to adjust their pro- 
duction costs to falling prices. Hence, the larger 
and weightier the proportion represented by over- 
head charges, which are only very gradually (if at 
all), affected by changes in prices, the more difficult 
it is to adjust production to altered market and 
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price conditions. This capacity of adjustment may 
be denominated by the general term “elasticity” of 
the economic system. This elasticity is reduced by 
all the fixed charges that the manufacturer has to 
meet: the less the elasticity, the greater the danger 
of unemployment, unless indeed the manufacturer 
can altogether eliminate the fall in prices. In many 
European countries and probably also in the 
United States there are at present strong tendencies 
working in the direction of reducing economic 
elasticity. 

An example of this is to be found in the history 
of the British exporting industries. In Great Brit- 
ain the stabilization of the currency—that is to say, 
its adjustment to the value of gold on the free com- 
modity market—took place at a rate that was not 
wholly representative of the purchasing power of 
the currency on the home market. Since the pur- 
chasing power of gold is less on the markets that 
determine the level of English production costs 
than it is on foreign markets, which determine ex- 
port prices, the manufacturer is burdened from the 
outset with relatively higher costs than his foreign 
competitor, and it is much more difficult for him to 
adjust them to such a fall in prices as has occurred 
during the depression—especially when he also has 
to meet the interest on debts and the amortization 
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of outlays dating from a time when prices on the 
home market were even higher. There is also a 
fixed, unalterable component of costs in the shape 
of high taxation, which is particularly severe in the 
very countries which have a heavy international 
indebtedness and large reparation commitments, 
and also a considerable weight of social expenditure 
that cannot be evaded. A similar effect is produced 
by the burden of large capital investment in the 
case of a reduction of output—especially where the 
cost of machinery and other instruments of pro- 
duction has to be paid off in a very short time (three 
to four years) on account of continual technical 
improvements. 

In many Central European countries, notably 
Germany, the elasticity of the economic system is 
further impaired by frequent amalgamations de- 
signed to regulate marketing by restricting output. 
This process of systematically organizing industrial 
production is also furthered on occasion by govern- 
mental policy, and may lead to the discharge of 
workers and so to unemployment even in otherwise 
prosperous times, if output is more severely re- 
stricted than would be absolutely necessary in view 
of market conditions, or if paying concerns are 
shut down and their contribution to the output 
taken over by others which can produce the same 
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amount while employing less labor. This “‘eco- 
nomic rationalization” also, then, has very greatly 
influenced the state of the labor market, though it 
has not so far been possible, apart from a few ex- 
ceptional cases, to determine its influence statisti- 
cally. In some cases the extraordinary profits made 
by the amalgamated concerns in prosperous periods 
have been partly used for capital investments 
which were out of proportion to the normal devel- 
opment of market conditions. 

On the other hand, this organization of produc- 
tion was expected to exert a mitigating influence 
on the course of world-depressions, for it was as- 
sumed that with falling prices the restriction of 
output would not be so great as if, in the prosperous 
period, numerous competing enterprises had en- 
larged their plant to the full extent of the absorp- 
tive capacity of the market and were now suddenly 
compelled to reduce their production heavily. In 
the period of depression also, therefore, these amal- 
gamations were able to restrict their output suffi- 
ciently with no great difficulty, and to keep the 
prices of their goods on the home market suffi- 
ciently high. Where there are international agree- 
ments of this nature, the price regulation affects 
all the markets to which the producing and selling 
organization extends. 
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In the German economic system, among others, 
cartellized products now play a large part. (They 
are estimated to represent 50 per cent of the total 
consumption of industrial raw materials and semi- 
manufactured goods.) They include coal, iron ore, 
raw iron, semi-finished goods, products of rolling- 
mills, aluminium, artificial manures, cellulose, 
newsprint, and numerous building materials such 
as bricks, roofing tiles, and roofing felt, lime, ce- 
ment, and window glass. The “fixed” prices of 
these goods may fall in the course of the depression, 
but they do not fall nearly as much as the “‘free’’ 
prices of other industrial products. This is well 
illustrated by the figures for the early period of the 
depression. If we take the 1926 prices as equal to 
100, the index of “fixed” prices declined only from 
104.9 to 103 between May and mid-August, 1930, 
whereas the index of ‘“‘free” prices for raw materi- 
als, which adjusted itself without hindrance to the 
level of world-market prices, fell from 84.7 to 77.3. 
It was only some months later that fixed prices, 
especially those of iron and steel, were slightly re- 
duced. 

At this point one effect of systematic organiza- 
tion, the force of which had not been sufficiently 
realized, became manifest. Since the cartellized 
products are chiefly raw materials and semi-manu- 
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factured goods which are indispensable to impor- 
tant industries, the fixing of the prices of those 
products holds up the fall in production costs in 
many industries, increases the number of fixed 
factors in costs, delays the resolution of the crisis, 
and helps to prolong the period of unemployment. 

It is a well-known fact that in most cases cartels 
owe their existence to protection. By selling on for- 
eign markets much cheaper than on the home mar- 
ket during periods of depression, in order not to re- 
duce output too much, they help to increase unem- 
ployment in the countries that compete with them 
on the export markets. 

A similar unfortunate effect is produced on the 
elasticity of the economic system by the fixing of 
wages by agreement with the trade-unions. It 
would, of course, be a mistake to suggest that high 
wages, as such, influence unemployment, unless 
they impair the capacity of an industry to compete 
on the international market. The high level of 
wages presents no danger; just the opposite is true. 
But production is considerably restricted if wages 
rise faster than the prices in which, as costs of pro- 
duction, they are incorporated, unless any com- 
pensation can be found in the fall of other produc- 
tion costs, or, again, if under the same conditions 
wages remain unaltered while prices are falling. 
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In a time of falling prices, especially, wages fixed 
by agreement represent a steady element of cost 
to the manufacturer, and many concerns on the 
border line of solvency would be able to continue 
or expand their production if wages dropped suff- 
ciently, whereas, if wages remain unchanged, or 
actually rise, they are compelled to discharge 
hands. In the majority of European countries, 
however (Italy is an exception), the policy of the 
large and powerful trade-unions is to maintain or 
raise the level of wages. This policy is to some ex- 
tent supported by the unemployment insurance 
institutions, which assure the unemployed of at 
least a bare subsistence, and thereby eliminate the 
pressure that would otherwise be exerted on the 
wages of employed workers by the presence of the 
unemployed on the labor market. All of these 
factors which have contributed to lessen the elas- 
ticity of the economic system are bound to play a 
decisive réle if the relation of prices is upset, as it Is 
to a considerable extent by the effects of the ex- 
pansion and contraction of bank credit. 

3. Professor Pigou has statistically demon- 
strated the connection between the movement of 
unemployment and changes in the volume of credit. 
Essential as the expansion of credit is for the de- 
velopment of a favorable trade cycle, excessive ex- 
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pansion carries with it the danger of collapse and 
depression, in whatever form the discounting of 
future purchasing power (that is to say, the expan- 
sion of credit beyond the limits of saving capacity), 
takes place—whether directly through the conces- 
sion of loans to manufacturers to enable them to 
increase their output, through the financing of con- 
sumption, or through the favoring of speculation. 

With the aid of credit it is, of course, possible to 
expand individual industries to an extraordinary 
degree; such an expansion is, indeed, admirably ad- 
justed to a temporary increase in demand, but can- 
not be justified in the light of the permanent capac- 
ity of the market. This disproportionate develop- 
ment of certain industries is particularly noticeable 
in the production of raw materials and semi-manu- 
factured goods (for instance, in the coal-mining, 
textile, oil, and steel industries). The faster indus- 
try tries to keep up with the demand for various 
kinds of goods the greater is the danger of this dis- 
proportionate growth of certain branches of pro- 
duction; and this risk 1s immensely enhanced if, 
with the increasing expansion of the organization 
of credit, the volume of credit can be very rapidly 
enlarged to meet a growing demand for capital for 
productive outlay. Such excessive increase in 
equipment, based on mistaken estimates of re- 
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quirements of the market, is especially reported for 
some highly industrial countries (the United States 
and Germany). It is more disastrous in its effects, 
as it leads to an overexpansion of such businesses 
which were developed in order to manufacture this 
equipment. The greater the overstraining of credit 
has been, the sharper is the reaction when a con- 
traction of credit becomes necessary to enable the 
banks to reconstitute their liquid capital. The 
more serious, also, are the consequences of this 
reaction—the disturbance of the relation between 
production and sales, the fall of prices in conse- 
quence of the stoppage of sales, the restriction of 
output, and unemployment. 

In consequence of the international] ramifications 
of the capital market, every excessive expansion of 
credit, even if it is limited to one of the important 
capital markets, affects all other countries which 
are directly linked with that market. Hence the 
collapse of credit in the United States first affected 
those countries which depend on the American 
money market for the financing of their industries; 
other countries were only drawn into the depres- 
sion through the consequent disturbances of inter- 
national trade. 

The spread of the world economic depression was 
particularly influenced by the fact that many 


UNEMPLOYMENT 


European countries, owing to the war and still 
more to subsequent events, have lost the power to 
build up a sufficient amount of capital from the 
savings of their own population. In these coun- 
tries the extraordinary demands made by the 
government and communal authorities on the 
capital market faced industry with a permanent 
large-scale competition in the matter of obtaining 
credit. To stimulate, maintain, and expand their 
industries, these countries are to a large extent 
thrown back on foreign loans, which in many cases 
are granted only for short periods and on unfavor- 
able terms. For example, the rate for short-term 
loans in Germany before the beginning of the de- 
pression (1926-29) was some 70 to go per cent 
above the corresponding rate abroad. By the end 
of 1930 this difference had risen to 200 per cent. 
Again, the rates of interest payable for long-term 
capital before the beginning of the depression were 
70 to 80 per cent higher than the average of the 
corresponding rates on foreign money markets. In 
the spring of 1931 the interest rate of bonds was 
7.7 for Germany, whereas for countries where 
capital is plentiful it was 3.5 to 4.5. 

Added to the resulting permanent increase in 
production costs for the industries of countries 
which are poor in capital—an increase which has 
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reduced their competitive strength on the inter- 
national market—there is also a strong factor of 
insecurity. The expansion of credit which has been 
carried through with the help of foreign capital 
may very easily give place to a restriction of credit 
if foreign capital is withdrawn to any large extent; 
and in that case it is difficult, and sometimes quite 
impossible, to find any substitute for that capital. 
Every political event which it is feared may have 
an unfavorable influence on the economic position 
of the country, and consequently on the capacity 
of debtors to pay, helps to aggravate this critical 
situation; especially if holders of savings in the 
country itself also prefer to invest their capital 
more securely abroad. This is the phenomenon 
known as the “flight of capital,’’ which was ob- 
served more particularly in Germany in the autumn 
of 1930, after the parliamentary elections. The 
amount of capital which, in consequence of this 
event, has been drawn from Germany has been 
estimated at some two billion marks. 

It is especially in those countries which have 
little capital, like Germany, and other Central 
European states, that the dependence of industry 
(so far as concerns its credit policy), on foreign 
countries has greatly contributed to the increase in 
unemployment. Why does capital, taken from 
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available unutilized funds, such as exist at the 
present time in several countries, not find its way 
to places where it might obtain the maximum re- 
turn? The governing body of the International 
Labour Office has given a simple but striking reply 
to this question: ‘Owing to the general lack of 
confidence.’ But it is not within my task to deal 
with the political aspects of the depression. 

There is a serious consequence of this situation 
with regard to the prospect of overcoming the de- 
pression. Whereas, in countries which have an 
average or bigger than average accumulation of 
capital, that capital collects in banks during a 
period of depression and thereby makes it possible 
for the rate of interest to be reduced, thus lessening 
production costs, the resuscitation of production 
in countries which are poor in capital depends on 
capital being offered from abroad on sufficiently 
favorable terms, and this again frequently depends 
on events which it is quite impossible to foresee. 

It is, however, a striking phenomenon of the 
prevailing depression that the disparity between 
the rate of interest for short-term loans and the 
rate for money at long date is so wide. The reason 
for this is that capitalists refuse to lock up their 
savings permanently in undertakings whose future 
yield is so uncertain. Similarly, entrepreneurs are 
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afraid to increase production when they are not 
sure of the outcome. Both of these phenomena 
tend to accentuate and prolong the depression, and 
it is quite impossible to say by what a favorable 
turn these paralyzing influences will be removed. 

4. Let us now take a brief glance at the fourth 
group of circumstances which have contributed to 
make unemployment more acute. I refer to the 
circumstances which maintain production, or even 
increase it, while the number of persons employed 
simultaneously diminishes. In this group we may 
include all measures which are commonly described 
as “rationalization.” 

Rationalization means that cost of production is 
reduced by adapting means of production in the 
cheapest possible manner, especially by introduc- 
ing labor-saving machinery. Increase of output 
and dismissal of hands, that is to say, unemploy- 
ment, are two aspects of one and the same process. 
The history of capitalism is a continuous history of 
rationalization, which consists of the ever increas- 
ing application of still more efficient machinery. 
Though by the individual act of rationalization 
workers will lose their jobs, in the long run this 
process will enable industry to provide work even 
for a rapidly increasing population. For, if the re- 
sult of rationalization is a reduction of the cost of 
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production, either employers will get a greater 
margin of profit by the difference between produc- 
tion cost and price, or prices will be reduced. In 
any case new purchasing power will be created and 
will result in new employment for those workers 
who were discharged from the rationalized con- 
cern. 

Frequently, however, this process requires a 
great deal of time, especially if rationalization 1s ex- 
tended during one and the same period over a large 
section of such industries that employ many hands, 
and since discharged workers cannot always move 
about freely and are not always fit for the new em- 
ployments that are offered, this process cannot be 
carried through without a great deal of friction and 
obstruction. If by this process employers’ profits 
are increased to an extraordinary extent, trans- 
formed into capital, and invested in industry, 
whereas the demand for goods of consumption is 
reduced by the loss of workers’ income due to the 
effects of rationalization, the proportion between 
the expansion of production and the absorptive 
capacity of the market may be seriously affected 
and the way for a crisis thus prepared. 

It is a striking feature of the present world eco- 
nomic situation that rationalization took place to 
an extraordinary extent during the years preceding 
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the crisis. Rationalization has made admirable 
progress not only in industry but in the transport, 
trading, and credit business, and last but not least 
in agriculture. 

Since rationalization means mainly replacement 
of old, less efficient machines by machines of a new 
type and of a greater productive capacity, this 
process must be accompanied by a corresponding 
expansion of engineering and of its basic industries, 
especially of the production of iron and steel. If 
economic conditions were to a large extent sta- 
bilized, engineering would be increased only to 
such an extent as is necessitated by the replace- 
ment of worn-out machines and by the relatively 
slow process of expansion of production. Rational- 
ization, however, if it is applied on a large scale in 
the different branches of production, will result in 
a disproportionate expansion of engineering; as 
soon as rationalization comes to an end the reaction 
in engineering will be the heavier and create a large 
volume of unemployment. 

There have still not been sufficient inquiries to 
allow of a judgment of the effects of this process on 
the labor market in different countries. In many 
countries, such as Germany, where the purchasing 
power of the population has only gradually in- 
creased, it has undoubtedly contributed to increase 
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unemployment. Consequently, when the depres- 
sion began and restriction of output started, the 
labor market was already burdened with the vic- 
tims of rationalization. 

5. Our fifth and last group comprises those ex- 
ceptional economic developments that coincided 
with the industrial depression and, by increasing 
the purchasing power of gold or by upsetting the 
whole price system, so greatly accentuated its dis- 
astrous effects. Two developments in particular 
come under this head: First, the unequal distribu- 
tion of gold, which is regarded in many quarters as 
the real cause of the shrinkage in the available 
quantity of currency, and consequently of the fall 
in prices; and, second, the extraordinary increase in 
the output of raw materials and foodstuffs, which 
brought about the unparalleled drop in the prices of 
those commodities. The German Trade Cycles Re- 
search Institute has called attention to the peculiar 
parallel between the phenomena of the present de- 
pression and the course of the most prolonged and 
serious economic catastrophe of the past—the de- 
pression of the eighteen-seventies. Then as now 
there was an unusual increase in the demand for 
gold for monetary purposes, and then as now there 
was an agricultural depression, due to overproduc- 
tion, in close connection with the industrial de- 
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pression. But to follow out this parallel in detail 
would carry us too far. 

Nor is it my intention to discuss the much- 
disputed question to what extent the unequal dis- 
tribution of gold, which is partly due to reparation 
payments and inter-allied debts, makes it more 
difficult to adjust the amount of currency in exist- 
ence to the requirements, and has consequently con- 
tributed to deflation and the general fall in prices. 

Another contemporary monetary event which 
has largely contributed to the disorganization of 
the markets is the continual fall in the price of 
silver, which has so much reduced the purchasing 
power of the countries of the Far East. 

By far the most important cause of the increase 
of unemployment during the present depression is, 
however, the development of the production of 
raw materials and agricultural produce, which 
caused the prices of these commodities to fall to 
half, or even less than half, their peak prices. This 
disturbance of the price system has been aggra- 
vated by certain measures taken by governments, 
as well as by the concerted action of big concerns, 
with the object in view to prevent prices from fall- 
ing. By these measures production, instead of being 
gradually reduced, has been stimulated, and the 
reaction has become the more violent. 
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The increase in agricultural production is mainly 
due to the extraordinary expansion of the culti- 
vated area, in part also to the process that has been 
called the “industrialization of agriculture.” This 
process makes it impossible for the small farmer, 
who has to employ a relatively large amount of 
labor, to compete with the big concerns that have 
replaced human labor by machinery, and it thus 
drives people off the land into the industrial towns, 
where they can look for work in vain. At the same 
time emigration from the industrial to agricultural 
countries is cut off. In the United States, Canada, 
Australia, and other extra-European countries the 
expansion of agricultural production has been espe- 
cially excessive. The economic system of Europe, 
like that of other continents, has fallen into a 
critical position through the change in agricultural 
output and the consequent fall in world-market 
prices; several European countries are anxious to 
maintain the prices of the agrarian products by 
high tariffs, and this policy renders all the more 
difficult a reduction of wages. The decline in the 
prices of certain agricultural products (wheat, tim- 
ber), and certain raw materials (petroleum, man- 
ganese), has been further accentuated by Russian 
exports at prices still below world-market rates. 
From the point of view of industrial unemploy- 


{ 80 } 


WORLD-UNEMPLOYMENT 


ment, however, it 1s particularly serious that the 
prices of raw materials and agricultural produce 
have fallen so much farther than those of industrial 
products. 

It is now possible to buy the same quantity of 
agricultural produce with a much smaller quantity 
of industrial goods, and in proportion to this differ- 
ence of prices industrial production diminishes and 
unemployment increases. But industrial produc- 
tion costs, and hence also the prices of industrial 
products, can only be lowered very slowly, and only 
by very small percentages. Consequently the pur- 
chasing power of the agricultural population and 
of the producers of raw materials has shrunk enor- 
mously—a fact which had a very great influence 
on the intensity of the depression and on its course. 
In a “‘pure” industrial depression only the incomes 
of employers and the working class are reduced, 
while the fixed incomes of officials and holders of 
debt stock, like the incomes of the agricultural 
population, remain unaffected, or may even in- 
crease in purchasing power through the fall in the 
prices of industrial products. But when the prices 
of agricultural produce and raw materials drop, the 
incomes of all who are dependent on the yield of 
production in those branches are also drawn into 
the vicious circle of depression, and the whole pyra- 
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mid of incomes begins to rock. The German Trade 
Cycles Research Institute has estimated the decline 
in the income of the German people, down to the 
end of 1930 only, at about Io per cent, while today 
the decline has undoubtedly assumed a much 
higher proportion; in any case a far higher per- 
centage applies than in previous “‘pure’’ industrial 
depressions. The extent of the aggregate reduction 
in the incomes of all the peoples dependent on one 
another on account of the world’s economic sys- 
tem is incalculable—and it is especially difficult to 
form any idea of the loss of income suffered by the 
agricultural class. For the United States this loss 
has been estimated at $2,400,000,000; for the whole 
world at $5,000,000,000 to $6,000,000,000. For 
Canada, the purchasing power of the farmers who 
represent more than 40 per cent of the population 
has been reduced by 44 per cent in 1930 as com- 
pared with 1928. 

The coincidence of the industrial crisis with the 
heavy reduction of the income of the agrarian pop- 
ulation gives us, also, some explanation of the re- 
markable phenomenon that the decline in indus- 
trial output and in the degree of unemployment is 
so much greater than the decline in the prices of 
industrial products would suggest. It is obvious 
enough, of course, that the different factors ac- 
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centuating the depression have not had equal force 
in every country. The weightiest factors are not 
the same for agricultural as for industrial countries, 
and not the same for exporting industries as for in- 
dustries that sell on the home market. But what 
is most important of all is that the position of the 
United States is quite different from that of the 
industrial countries of Europe. In Europe the de- 
pression came in the middle of a difficult process 
of adjustment to an entirely new world economic 
situation—a process that was still far from com- 
pleted. In the United States it interrupted a con- 
tinuous increase in economic productivity and 
general prosperity such as had never been known 
before. For the same reason, the necessary condi- 
tions for the ending of the depression and of unem- 
ployment are partly different in the United States 
from what they are in Europe. 

In every country, however, a number of factors 
are at work, interplaying with and strengthening 
one another, to accentuate the depression; other- 
wise unemployment could never have reached these 
appalling proportions. 

The economic background of unemployment, 
which results from the combination of these differ- 
ent factors, therefore differs widely in the various 
countries. This seems to be confirmed by the fact 
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that crisis and unemployment spread step by step 
and struck the different countries in the most vary- 
ing degree. 

Unemployment in the United States is mainly 
due to the breakdown of the credit system and to 
the heavy fall of the prices of agrarian produce as 
well as of other raw materials; and it is aggravated 
by the effects of a far-reaching and rapid process of 
rationalization. 

Agrarian countries like Canada, Australia, and 
the states of Latin America are mainly affected by 
the reduction of their purchasing power, conse- 
quential upon the fall of the prices of their prod- 
ucts. Reduction of purchasing power means reduc- 
tion of the absorptive capacity of their market, and 
this reduction reacts in countries with a large vol- 
ume of export dependent on these markets. 

Such is, for instance, the situation of Japan and 
of Great Britain. For Great Britain the increase of 
unemployment is resulting from the heavy reduc- 
tion of her oversea trade combined with the exist- 
ing volume of permanent unemployment due to the 
general disorganization of her markets, which is an 
unhappy legacy of the war. 

Industrial and semi-industrial countries which 
are poor in capital have been hit by the loss of the 
market of their products and by the increasing 
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difficulty of obtaining credit at favorable condi- 
tions from abroad. Examples of this type may be 
found among the countries of Central and Southern 
Europe (Italy, Austria, Poland). The agrarian 
countries of Southern Europe became victims of 
the agrarian crisis. 

Germany’s conditions are quite peculiar. She 
had already been in a state of depression ever since 
1928. Excessive rationalization had contributed to 
increase the volume of permanent unemployment, 
when, in consequence of the world-crisis, foreign 
credits were to a large extent withdrawn, and 
later, on account of certain political events even 
home capital left the country. Moreover, in Ger- 
many the same as in many other European coun- 
tries the economic system has been rendered highly 
inelastic through the existence of a large number of 
efficient cartels as well as by the wage policy of 
strong trade unions. 

What is therefore commonly called the “world- 
crisis” is a composite of different economic condi- 
tions which, combined in different ways and de- 
grees, as a unit presents the picture of a general 
economic upheaval. For there can be little doubt 
that we are in the midst of a radical reorganization 
of world economic production and of the economic 
relations between country and country, and the 
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consequences are affecting every country in a differ- 
ent degree, to the extent to which it 1s financially 
tied to others (whether as a creditor, having in- 
vested its capital abroad, or as a debtor, being de- 
pendent on foreign money markets) or is bound to 
dispose of its production on foreign markets in 
order to maintain its economic existence. But, 
however much the position may vary in different 
countries, there can be no doubt that just as un- 
employment has been caused in every country by 
factors deriving from world economic conditions, 
so it can only be eliminated by an economic process 
operating on a world-wide scale. 
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I]. UNEMPLOYMENT IN GERMANY AS 
COMPARED WITH THAT IN OTHER 
EUROPEAN COUNTRIES 


So far we have been discussing from a general 
standpoint the various economic phenomena that 
have contributed to swell the volume of unem- 
ployment in the present depression to such appall- 
ing proportions. But we can only realize the true 
significance of these facts by attempting to go more 
thoroughly into the unemployment position in in- 
dividual countries. According to different com- 
binations of circumstances, unemployment is more 
or less widespread and more or less difficult to cope 
with. Speaking quite generally, we may say that 
it is worst in countries which had not yet adapted 
their industry to the changed world-economic con- 
dition, where the drop in prices was first felt by 
those products which hold the foremost place in 
the national industry; and where, at the same time, 
the greatest difficulties have been met with in ad- 
Justing production costs to falling prices; and also 
in countries where restriction of credit has made 
itself felt most violently. Through the decline in 
the purchasing power of those sections of the public 
whose income is reduced by the shrinkage of pro- 
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duction and the fall in sales, the decline in prices, 
shrinkage of output, and unemployment with them, 
spread, in consequence of the falling-off of demand, 
from those leading industries to the other domains 
of economic life. 

On the other hand, suppose a country has a suf- 
ficiently large home market, in which the different 
industries are fairly evenly balanced, and that 
there is an adequate accumulation of capital. If 
that country can escape the effects of the drop in 
prices on foreign markets, and can avoid the dis- 
turbances caused by the forced adjustment of pro- 
duction costs to falling prices, it can insulate itself, 
at all events for a little while, in its own process of 
economic development, and evade the grave dan- 
gers that attend on unemployment. Tariff policy, 
credit policy, and cartel policy may act as insulat- 
ing factors. For these reasons we find, in the course 
of every depression, a marked tendency toward ob- 
structive measures aimed at restricting the move- 
ment of goods, capital, and human beings from one 
economic area to another. 

This tendency is clearly revealed in the differ- 
entiation between the prices ruling on the home 
market of a given country and those ruling on 
the world-market. The German Trade Cycles Re- 
search Institute has collected some examples of this 
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kind, contrasting—for the period October, 1929, to 
October, 1930—the position as regards the prices 
of certain commodities in protectionist countries 
with the fall in the corresponding prices in unre- 
stricted international trade.' Wheat fell by 35 to 
40 per cent on the world-market, but in Germany 
the fall was only 2 per cent and in Italy 7 per cent, 
while in France it actually rose by 16 per cent. 
Hard coal fell by 14 to 15 per cent on the world- 
market; in Germany and Poland the price was kept 
up by the cartel policy; and in Belgium it even rose 
by 21 per cent. The price of raw iron on the world- 
market dropped 21 per cent, whereas in Germany 
the fall was negligible, and in France there was 
a rise of 3 per cent. Bar iron fell by 22 per cent, but 
the German market price weakened hardly at all. 
Such discrepancies have been accentuated in the 
course of the depression, especially as far as wheat 
prices are concerned. And we should find similar 
discrepancies if we compared the prices of manu- 
factured goods on the same lines. Hence interna- 
tional dumping is a phenomenon that regularly ac- 
companies depression. In some cases, selling abroad 
at prices below that of the home market has been 
facilitated by direct rate subsidies. 


* Vierteljahrshefte fiir Konjunkturforschung (sth year), III, Part A, 
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Although this policy of obstruction may at first 
have a good effect on output for the home market, 
and consequently on unemployment, in a prolonged 
and serious world-depression it naturally has great 
drawbacks for those industries that depend on ex- 
ports; for if there is a rapid drop in production 
costs and food prices in other countries, the in- 
dustries of those countries can more quickly reduce 
their costs and so strengthen their competitive posi- 
tion in international trade. But, of course, the ulti- 
mate consequences of a policy of obstruction can 
only be decided on the facts of each particular case. 

At this point it would be most interesting to 
demonstrate by a comparative statistical analysis 
the volume of unemployment of the different Euro- 
pean countries; but the statistical material avail- 
able is not wholly adequate for an international 
comparative investigation of this kind. True, since 
the end of the war unemployment statistics have 
extended their field, and in a few countries they are 
now compiled in great detail; but, despite all the 
efforts of the International Labour Office at Ge- 
neva, it has not yet been found possible to get ex- 
actly comparable figures for the various countries— 
not even comparable enough for us to determine 
the percentage of unemployed to employed in dif- 
ferent countries and in different industries by the 
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same method. Reliable unemployment figures are 
available only for those countries that have a com- 
prehensive system of unemployment insurance— 
Great Britain, Germany, and Austria; and in addi- 
tion to that it needs a very accurate knowledge of 
legislation, and of any changes there may be in 
legislation, to understand the statistics properly, 
because their significance depends primarily on 
how big a section of the population is insured and 
what allowance is made in the statistics for people 
who are unemployed but cannot claim benefit. For 
some countries, especially the United States and 
also France, there are no reliable figures, and we 
have to fall back on estimates, which often differ 
very widely. In yet other countries the statistics 
cover only those of the unemployed who belong 
to trade unions and draw benefits from them. 
Hence the percentage of unemployed as indicated 
by the statistics is frequently much higher than 
would correspond to the general average, because 
the trade union or its benefit organizations cover 
just those industries which are particularly exposed 
to the danger of unemployment. Moreover, the 
classification of industries for statistical purposes 
is based on the trade unions, and the principles fol- 
lowed in different countries are by no means al- 
ways the same. 
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In these circumstances I decided to center atten- 
tion on the situation of unemployment in Germany, 
which is the most serious case, and to contrast it 
with the unemployment conditions prevailing in 
Great Britain and in some other countries where 
conditions are relatively more favorable. 

The unemployment situation in Great Britain 
presents some peculiar aspects. After the war 
Great Britain’s exporting industries did not succeed 
in adapting themselves to the changed conditions 
of their markets. The unemployment statistics 
regularly published by the Ministry of Labour, 
which include those unemployed who have no 
claim to benefit, give a very accurate idea of the 
fluctuations of the labor market, though to form an 
exact judgment of the figures it is necessary to 
make allowance for certain changes in the method 
of compiling the statistics and certain amendments 
in insurance legislation. Since the considerable de- 
cline that took place after the serious deflation 
crisis of 1921, the curve of unemployment has re- 
mained remarkably steady (annual average Io to 
II per cent, being disturbed only by exceptional de- 
velopments, such as the measures of monetary 
policy in 1924 and the coal stoppage in 1926. Even 
when the economic situation has temporarily im- 
proved, there has been an average of about a mil- 
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lion unemployed in Great Britain, or 9 per cent of 
the employable population, whereas before the war 
this minimum was about 13 per cent. Since 1921, 
even with the expansion of industry, work has been 
regularly available for only three-fourths of the 
normal increase in the working population. The 
constant unemployment affects primarily the ex- 
porting industries, which have to a large extent 
lost their foreign markets in consequence of the 
war and the rapid advance of competitors on the 
markets they used to occupy. Even during the 
relatively prosperous period before the depression 
set in (1927-29), British exports had regained— 
making allowance for changes in prices—only about 
83 per cent of their pre-war volume. 

It was singularly difficult for the exporting 1n- 
dustries to adjust their production costs to the 
prices ruling on foreign markets, because, on the 
return to the gold standard, the pound sterling was 
stabilized at a very unfavorable rate of exchange. 
The fall in home prices and the consequent reduc- 
tion of production costs, many of the component 
parts of which, especially wages, are unalterable, 
was a very slow process. Another factor that has 
delayed the adjustment of the exporting industries 
of England to the changed market conditions is the 
adherence to traditional methods of production and 
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industrial, marketing, and credit organization in a 
time of rapid technical progress. Hence the per- 
centage of unemployed in these industries (coal- 
mining, iron and steel, engineering, shipbuilding, 
and textiles) is constantly high. Moreover, it 1s 
to be considered that these industries are very 
much localized, so that the unemployed are ab- 
sorbed only very slowly into other industries, 
though this process is continually going on and is 
encouraged by the government in many forms. 
New industries could only develop side by side 
with these if there were an increase in the pur- 
chasing power of the home market. 

At the end of 1929, under the influence of the 
world economic depression, unemployment began 
to increase, and by the spring of 1931 more than 
16 per cent of the insured workers were wholly un- 
employed. The labor exchanges registered some 
two million unemployed, quite apart from the tem- 
porarily workless, whose number amounts to some 
600,000. In the exporting industries, especially, 
there was again a very rapid increase in unemploy- 
ment, and this was equally true in shipbuilding 
and those trades connected with international traf- 
fic. This marked shrinkage of production for ex- 
port is reflected in the figures for foreign trade, 
which—no allowance being made for changes in 
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prices—fell by 25 per cent on a monthly average 
for 1930 as compared with the previous year. Fur- 
ther reductions have been registered since. This 
decline of export was especially due to the loss of 
purchasing power of the oversea markets and to 
the tariff policy observed by almost all countries. 

Such 1s, in a few words, as far as it can be char- 
acterized in a short lecture, the unemployment 
position of Great Britain, setting aside all the other 
manifold factors that influence the economic life of 
that country. 

The drop in market prices 1n industrial products 
has greatly aggravated the difficulties of the 
British exporting industries, and it 1s probable that 
only a complete reorganization of the economic 
structure of this country could permanently elimi- 
nate unemployment. 

In these circumstances the proposals of English 
political economists range between two extremes. 
Some contemplate a radical improvement in the 
country’s exporting capacity through a reduction 
of production costs to adjust them to foreign prices; 
this policy would be conditional on a further gen- 
eral fall in the home price level, which would 1in- 
volve incalculable changes in incomes. Others de- 
spair of reducing costs of production to a sufficient 
extent and consequently prefer to maintain a price 
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level in Great Britain independent, as far as possi- 
ble, of the rest of the world. In that case British 
industry would have to be diverted, so far as this 
could be done, in the direction of supplying the 
needs of the home market and the Dominions, 
which have a large capacity of absorption, to a 
greater extent than hitherto. British goods would 
have to be protected from foreign competition on 
that market by tariffs; following the example of 
other countries, the exporting industries could 
make better use of their output capacity by dis- 
posing of their goods on foreign markets at lower 
prices than in the home country, and could thus 
maintain their position in the competitive struggle. 
The Liberal party has worked out a comprehensive 
scheme for the reorganization of the British eco- 
nomic system, and urges that unemployment 
should be fought primarily by a far-reaching meas- 
ure of agrarian reform and by an extensive pro- 
gram of public works (roads, bridges, harbor works, 
housing, extension of electrification); but there is 
a strong difference of opinion as to what would be 
the effect on the money market if this program 
were financed by a large state loan, and whether 
these proposals, if carried out, could be expected 
to do away with unemployment for any appreci- 
able length of time. 
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The unemployment position in Germany pre- 
sents quite different features. German economic 
life has only been in any sense normal since the 
end of 1924 (since the stabilization of the currency), 
for during the inflation period there was an enor- 
mous artificial increase in economic activity, which 
led to an expansion of certain industries quite out 
of proportion to market conditions. But even after 
the end of the violent reaction to this period, which 
was responsible for radical changes in the condi- 
tions of production and the distribution of income, 
the equilibrium of economic life continued to be 
extraordinarily unstable. This may be seen clearly 
expressed in the constant sharp fluctuations in the 
curve of unemployment. For Germany, also, we 
have accurate official unemployment statistics go- 
ing into minute detail; and these are supplemen- 
ted by the trade-union statistics, which provide 
very valuable material, especially for individual 
industries, since in Germany the workers in all 
the important trades are almost completely organ- 
ized. 

A glance at the movement of the labor market 
may be of interest. In the winter of 1923-24, dur- 
ing the stabilization period, there were about 
1,600,000 unemployed. The temporary inflation of 
credit that began in 1924 brought about a rapid 
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improvement, and the unemployment figures 
dropped to some 200,000 in July, 1925. In the 
autumn, however, a fresh retrogression began, and 
in the winter of 1925-26 there were again about 
2,000,000 unemployed. As the result of a general up- 
ward movement of trade there was a rapid fall in 
unemployment in 1927, reaching the very low 
figure of 760,000 in October of that year. Very 
soon, however, a marked upward tendency in the 
figures was again visible. This was not due purely 
to a movement of the trade cycle; the unemploy- 
ment insurance authorities explain it primarily by 
the rapid rationalization of a large number of big 
businesses, in consequence of which the normal in- 
crease in the employable population could not be 
absorbed by the labor market, which, moreover, 
was invaded by a considerable quantity of new 
labor, chiefly female. In the winter of 1927-28 the 
unemployment figures again rose to 1,800,000, or 
about 10 per cent of the insured population; and 
the next winter, when the effects of a depression 
which was peculiar to Germany began to be felt 
they reached 3,000,000. That was the position at 
the beginning of the world economic depression, 
which very quickly forced the unemployment fig- 
ures up to nearly 5,000,000 (about 25 per cent of the 
working population) at the beginning of 1931. If 
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seasonal influences were eliminated the figure 
would be about 1,000,000 less. 

It may be of interest to compare these figures 
with those which have been calculated in order to 
determine the expansion and contraction of Ger- 
many’s industrial production. Considering the 
volume of production at 100 for 1925, there is in 
1926 a drop to 96 corresponding to the increase of 
unemployment. In 1927, however, there is a sud- 
den jump of the volume of production up to 121, 
which is accompanied by the very low unemploy- 
ment figure of 700,000. Now it is a striking fact 
that again in 1928 the volume of production is 
marked by a considerable increase (of g points), 
whereas the unemployment figure does not decline 
but shows a sharp rise, which, as already men- 
tioned, cannot be explained but by the close con- 
nection existing between rationalization and un- 
employment. Since 1929 there was a decline in the 
volume of production, down to 98, that is below the 
level reached in 1925, which in turn 1s again ac- 
companied by a corresponding increase of the un- 
employment figure. 

This brief glance at the sharp fluctuations in the 
unemployment figures already shows that the state 
of the German labor market, quite apart from the 
trade cycles proceeding throughout the world, 1s 
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very strongly influenced by many other circum- 
stances. The position in Germany is not like that 
in England: there is no large group of industries 
that always accounts for a large quota of unem- 
ployed. In prosperous times Germany could find 
work for a large part of the employable population. 
As a result, however, of the war and the severe 
conditions of the peace treaty, which deprived 
Germany of important areas containing highly 
productive industries and placed her under a heavy 
permanent burden on account of reparations, the 
country ultimately, owing to the loss of capital 
caused by inflation, lost the power of accumulating 
a sufficient amount of capital, and at the same time 
the power of expanding its home and foreign mar- 
ket without assistance of foreign capital, for it is 
only with the help of accumulated capital that 
production can expand, that more labor can be ab- 
sorbed, and that the income and purchasing power 
of the population can be increased. Consequently, 
the German bank rate 1s very high, as we have al- 
ready observed—indeed, in prosperous times it is 
70 to 80 per cent higher than the corresponding 
rate on the principal money markets; it depends 
very largely on the extent to which foreign capital 
is available for Germany’s credit requirements. 
Political events also, shaking the public confi- 
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dence in the security of the credit granted, exercise 
a strong influence on the German money market. 
Consequently there is a very rapid alternation of 
periods of credit expansion and credit contraction. 
To quote some significant figures: the monthly 
average of external loans contracted by Germany 
has been 126,000,000 marks in 1926, 140,000,000 
in 1927, fairly the same sum in 1928. A very large 
part of this capital was supplied by the United 
States. During the months of March to May, 1929, 
however, the average of long term external loans 
dropped to only 4,400,000 on account of the polit- 
ical difficulties connected with the negotiations 
concerning the Young Plan. These conditions im- 
mensely enhance the sensitiveness of German eco- 
nomic life to changes in the general economic and 
political atmosphere. In periods of political ten- 
sions the withdrawal of foreign capital is aggra- 
vated by the flight of the home capital, as has been 
the case after the parliamentary elections of 1929. 

As a result of the rationalization of German in- 
dustry, which has been energetically pursued since 
1926 and involved in many cases excessive invest- 
ments, employers have been permanently bur- 
dened with the relatively high expenses connected 
with loans. Where the process had been financed 
by short-term loans, the period of depression led 


{101 | 


UNEMPLOYMENT 


to serious difficulties and considerable expense 
when the question of applying for an extension of 
the credits arose. All these circumstances could 
not but influence the development of production, 
and consequently the state of the labor market. 
If we take the aggregate number of hours worked 
when industry is working at full pressure as 100, 
then in those industries which are affected by the 
movement of trade cycles (that is to say, setting 
aside those which are influenced by seasonal em- 
ployment in January, 1929, only about 74 per cent 
of these potential hours of work were actually 
worked, and in January, 1931, only about 53 per 
cent. But it 1s interesting to note that in the food- 
stuffs and related industries the fall was greater— 
from 65.8 to 49. Apart from the luxury industries, 
the most pronounced fall was in the building trades 
and related industries (from 66.3 to 42.6). These fig- 
ures show that the production for the home market 
declined relatively more than the general average. 
This observation is confirmed and amplified by 
the trade-union statistics, which give an idea of the 
extent of unemployment in individual industries. 
These statistics also show that the exporting in- 
dustries have not suffered the most, as in England; 
those producing for the home market have been 
more badly hit. In addition to unemployment, we 
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have to consider short-time employment. In nearly 
all industries, especially mining, engineering, the 
textile industries, and the clothing trade, this now 
affects a large proportion of the employed workers, 
though the general tendency seems to be to avoid 
extending the system—in many industries the per- 
centage of unemployed having gone up more than 
the percentage of workers on short time. At the 
end of February, 1931, 34.5 per cent of the organ- 
ized workers were unemployed, and only 60 per 
cent fully employed. 

A particularly serious feature is the high degree 
of unemployment among commercial and clerical 
workers. The dismissal of many of these was due 
in part to rationalization in many commercial and 
credit businesses. Since then, during the depres- 
sion, unemployment in this group has increased by 
nearly 70 per cent, and the figure now stands at 
over 100,000. These workers have little aptitude 
for other employments, and it is a real problem 
how they will find work and wages even if the eco- 
nomic position improves. This situation represents, 
beyond question, a serious danger to the social 
order, for when there is little prospect of earning a 
livelihood, the soil 1s prepared for the dissemination 
of radical ideas, especially among intellectual 
workers. 
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There has been an improvement in employment 
during the last three months, mainly due to season- 
al factors; compared with the February figure the 
number of unemployed in May shows a reduction 
of 800,000, but there are no clear symptoms of a 
general change for the better. According to an 
estimate based on the contributions of the workers 
to unemployment insurance the total wages bill of 
insured workers has been some 7,500,000,000 marks 
smaller in 1931 than in 1929; of this loss of earnings 
roughly 5,000,000,000 are attributable to the in- 
crease in unemployment, 1,000,000,000 to short 
time, and 1,500,000,000 to wage reductions. It is 
obvious that these changes in the income of large 
parts of the population react very strongly on the 
consumption of goods of elastic demand. 

As already mentioned the unemployment posi- 
tion is greatly influenced by the activity of the 
building trade and its connected industries. As a 
general rule the building trade is a compensatory 
factor in the development of trade cycles: in a 
period of depression house building is normally re- 
sumed when other productive activities are still at 
a standstill. In Germany, however, owing to the 
Rent Restriction Acts (which in the case of old 
buildings, if we allow for the high tax on house 
rents, leave very little profit for the landlord), 
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house building by private enterprise without gov- 
ernment assistance has become an entirely unre- 
munerative proposition. Consequently the amount 
of activity in the building trade depends to a very 
large extent on whether funds are forthcoming 
from the state or communes for housing loans or 
subsidies. During the depression, however, the in- 
come of the state and communes is seriously re- 
duced, while their finances are heavily taxed, espe- 
cially by unemployment relief; the funds available 
for housing purposes are very much restricted in 
consequence, and in spite of the heavy fall in the 
prices of building materials much less building is 
undertaken. There is thus little prospect that an 
increase of activity in the building trade will help 
to overcome the depression. 

The small extent to which the production of the 
exporting industries has suffered through the de- 
pression is also illustrated by the export figures. 
Making no allowance for changes in prices, we 
find that the value of exports declined, on a month- 
ly average for the year 1930, by about Io per cent 
as compared with the previous year. During the 
first quarter of 1931 there has been, however, a 
further reduction which is mainly due to the de- 
crease of sales on the European markets. 

Reparation payments have to some extent in- 
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fluenced exports. German purchasing power is 
transferred to foreign countries without compensa- 
tion—and that purchasing power is, of course, 
represented by exports of German products, since 
other forms of payment, such as claims against 
foreign countries, are not available to Germany, 
and payment cannot be to any great extent post- 
poned by way of loans, seeing that the amount of 
credit that can be granted to Germany at conven- 
ient conditions has been greatly reduced in conse- 
quence of the world economic depression. The pur- 
chasing power represented by the reparation pay- 
ments, however, has been taken from the Ger- 
man people. Incidentally, the burden of repara- 
tions has been made heavier by the drop in prices, 
as Germany now has to pay, if reckoned in goods, 
considerably more than according to the Young 
Plan. No allowance is made in the Young Plan for 
this increase in the purchasing power of gold. Un- 
doubtedly, when the plan was framed, it was based 
on a conception of world economic developments 
that did not in the least correspond to what actu- 
ally took place afterward. 

A feature of the critical state of the German 
labor market, therefore, is that there had been, in 
consequence of the maladjustment of Germany’s 
economic life to the changed conditions, a certain 
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volume of permanent unemployment; and that the 
depression set in just as Germany was in the midst 
of a process of industrial rationalization which in 
itself was producing an additional high degree of 
unemployment; and this interrupted the process 
of re-establishing equilibrium on the labor market, 
which would otherwise have taken place through 
the gradual expansion of other industries. In addi- 
tion, we have numerous factors that make it more 
difficult for many industries to adjust their costs to 
the falling prices. Chief among these is the produc- 
tion policy of the cartels, which rule the market for 
important raw materials and semi-finished prod- 
ucts. 

There 1s also the consolidation of wages by col- 
lective agreements, though considerable wage re- 
ductions have taken place during the last period of 
depression; in important trades these reductions 
have been forced on the workers by awards passed 
by the official arbitration commissions. Moreover, 
there is high taxation among the fixed burdens. 
Even greater importance attaches to the fact that 
industry has to look chiefly to foreign countries for 
credit, and that this source of supply 1s endangered 
during a depression, when the economic and polit- 
ical conditions are very uncertain. 

Finally, a particularly difficult problem for Ger- 
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many is the position of agriculture, which was 
hardly able to adapt its production to the changed 
needs of the market. Agriculture in the eastern 
parts of Germany can only be saved from utter 
ruin if it can be assured of high prices ruling on the 
home market, but with world-market prices falling, 
high food prices, involving as they do high wages, 
are very seriously affecting the competitive 
strength of the industry. The most superficial con- 
sideration will show that the unemployment prob- 
lem in Germany is very closely bound up with all 
the most important questions of German economic 
policy, and is likewise inseparably linked with the 
international commodity and money markets. The 
present economic position of Germany is described 
in the report of the commission appointed to in- 
quire into unemployment in the following terms: 
Within the scope of the world-depression, the German de- 
pression occupies a prominent place on account of certain 
peculiar characteristics. Germany had to suffer more from 
the Great War and its immediate consequences, and from the 
vain attempts, failing year after year, to liquidate effectively 
the results of the War, than had other countries. Even now 
that liquidation is not yet completed. In consequence, there- 
fore, of the far-reaching upheaval in Germany’s apparatus of 
production in the War, the Ruhr struggle and the collapse of 
the currency, German industry could not restore itself out of 
its own resources. The help of foreign capital was essential. 
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With that help, the determined effort to bring about a recon- 
struction and an adaptation to modern technique (rationalisa- 
tion), and the endeavour to provide work for the growing num- 
ber of potential workers, were successful, and that in a com- 
paratively short space of time. We need hardly say that in 
many cases this involved excessive enlargement of the appara- 
tus of production and mistaken outlays of capital. This up- 
ward movement in German economic life led to a superficial 
boom. It dazzled the foreigner, and it dazzled us ourselves; 
abroad it led to an overestimation of our capacity to pay (the 
Young Plan), and at home to a lack of reasonable proportion 
in every branch, not merely of public but also of private econ- 
omy: the level of prices, production costs, interest and taxa- 
tion especially, and to some extent also wages and salaries, 
were all exaggerated. 

The peculiar dangers of this development in Germany were 
at the time invisible, but when the trade cycle changed they 
hastened and accentuated the depression. The influx of capital 
from abroad ceased, the capital and reserves in hand in Ger- 
many were not adequate, and consequently many concerns 
were faced with ruin. The influence of internal political ten- 
sions on subsequent developments was disastrous. Reasonable 
hopes of an easier situation on the money market came to 
nothing; the downward trend of the interest rate came to a 
stop; the constructive impulses of manufacturers dissolved in 
pessimism, and vast numbers of workers were seized by a 
despondency amounting to despair. 


I have quoted this passage from the commis- 
sion’s report in extenso because it shows the spirit 
of anxiety which has befallen the members of the 
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commission, politicians as well as economic ex- 
perts, in considering Germany’s economic develop- 
ment and the future aspects of her industrial life. 
It is still, however, open to dispute as to what ex- 
tent the charges which have been raised in the 
commission’s report against the different factors of 
Germany’s economic life (employers, workers’ or- 
ganizations, public authorities) for having con- 
tributed to aggravate the situation, are justified. 

As a matter of fact, the economic errors com- 
mitted in Germany—mistaken outlays, excessive 
investments, and exaggerated expenditure for con- 
sumptive purposes—are determining features of all 
periods of rapid industrial progress and of growing 
prosperity. The consequences of such errors have 
been, however, especially serious for Germany, 
since her economic conditions are very unstable, 
her financial capacity very weak and impaired by 
the burden of the reparation payments, and as her 
dependence on foreign capital involves an element 
of great and constant risk. 

As in England, so in Germany, the main conflict 
of opinion is as to whether there is any hope of re- 
lieving the crisis and unemployment by an active 
production policy of the government, or whether 
the only way is gradually to reduce costs—in other 
words, to lower taxes and wages. But the question 
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presents itself in quite another form for Germany 
than for England, inasmuch as the German money 
market is not in a position to supply the necessary 
funds for an expansion of production, for an en- 
largement of the home market, and such assistance 
can only be looked for from foreign loans. 

The proposal made by the Unemployment Com- 
mission emphasizes the necessity of stirring up pro- 
ductive activity by a large program of public work 
which would be financed by a long-term loan, pro- 
vided such a loan were to be obtained at favorable 
conditions on the capital markets abroad. We shall 
consider this proposal in our last lecture in con- 
nection with the problem of relief for unemploy- 
ment. | 

However, the government, could not, of course, 
follow such advice immediately. Urgent emergency 
measures have become necessary in order to re- 
establish the budgetary equilibrium which was 
threatened on the one hand by a sensible fall of 
certain taxes (the rental tax especially) and on the 
other hand by the increasing burden of unemploy- 
ment assistance. Therefore, additional taxes have 
been introduced by an emergency decree, the sal- 
aries of public officials experienced reductions, and 
the rates of relief, which had not been considerable, 
have been cut down; certain groups of unemployed, 


{111 } 


UNEMPLOYMENT 


moreover, lost the claim to benefits. The govern- 
ment, however, publicly announced its intention of 
collecting, if possible—out of these newly created 
receipts—a special fund for the extension of public 
orders. In addition to these financial measures a 
special expedient has been envisaged to reduce the 
number of unemployed. The government has been 
authorized to reduce the hours of work in such in- 
dustries where it can be done without impairing the 
productive capacity, so that more hands can be 
employed than before. This measure will also be 
discussed in detail in my last lecture. Such has been 
the position during the last weeks. There can be no 
doubt that Germany is passing through a period 
burdened with economic, financial, and political 
difficulties which are aggravated by the heavy 
strain exercised on the gold reserves of the Central 
Bank. 

So far I had prepared my lecture, when, on ar- 
rival in the United States, I was met by the un- 
expected news of President Hoover’s relief action 
for Germany. His plan is based on the considera- 
tion that there is an abnormal movement of gold 
into the United States which is lowering the credit 
stability of many foreign countries, especially of 
Germany. The fabric of intergovernmental debt, 
he says, supportable in normal times, weighs heav- 
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ily in the midst of this depression. It was, no 
doubt, an act of high and energetic statesmanship 
to draw the inference from this consideration: to 
propose one year’s postponement of all payments 
on intergovernmental debts, reparation, and relief 
of debts, both principal and interest. This plan, if 
carried out, opens a way out of the increasing finan- 
cial and monetary difficulties which are threatening 
Germany’s economic life; it prepares the ground 
for an international understanding on a large and 
hopeful platform. But it is for the present, of 
course, impossible to enter into a discussion of its 
economic consequence—the more so as its execu- 
tion depends on the result of complicated inter- 
national negotiations. So we are obliged to put off 
our final judgment. But if, in a period of deep eco- 
nomic depression, confidence in the future eco- 
nomic development is an essential condition for re- 
covery, Mr. Hoover’s plan, if carried out, will, by 
removing the burden of reparation payments, no 
doubt contribute to the creation of a far more hope- 
ful atmosphere. 

Under these conditions the Unemployment Com- 
mission’s proposal to provide for a program of 
public works with the help of foreign credit might 
be put at least partly into practice. 

Unfortunately, I have no time to discuss unem- 
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ployment in other countries in equal detail. In 
every country, its particular composition arises 
from a combination of the various circumstances 
that have prevented the maintenance of produc- 
tion at its previous level. 

It is the decline in export trade and partly, also, 
the restriction of foreign credit under favorable 
conditions, that has been for many European 
countries the source of a high volume of unem- 
ployment, though it is not possible to indicate ex- 
actly its intensity. The unemployment percentage 
based on the trade-union statistics of the different 
countries—that is to say, the percentages showing 
the proportion between the unemployed organized 
workers and the full number of organized labor— 
vary between 1§ and 25 percent. But these figures 
are by no means representative of the unemploy- 
ment situation in general, since 1n most countries 
organization covers the trades which are much 
more exposed to unemployment than the general 
average of the working population. 

The agrarian countries of Southeastern Europe— 
Jugo-Slavia, Roumania, Hungary—are hit by the 
agrarian crisis; the industrialized and semi-indus- 
trialized countries—Czechoslovakia, Belgium, and 
especially Poland, where unemployment has reached 
a particularly high degree—by the loss of their 
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markets abroad. The number of weekly hours 
worked in the Polish industries at the beginning of 
April, 1931, has been estimated at 60 per cent only 
of the respective figures of 1928. The situation of 
Austria offers a peculiar aspect. Asin Great Britain 
there is permanently, even during the most favor- 
able trade cycle, a relatively large percentage of 
unemployed, because Austrian industry reckoned 
on the comparatively extensive and absorptive 
market of the old Austro-Hungarian monarchy, 
and after the end of the war it lost outlets for its 
products through the protective tariff barriers 
which were set up on every frontier of this unfortu- 
nate little country. At the beginning of 1931, the 
number of unemployed in Austria was about one- 
third higher than in 1929 (330,000)—27 per cent 
of the insured workers. The exporting industries 
suffered most. The collapse of the Austrian bank- 
ing system is a clear symptom of the desperate 
situation of a large part of the industry. When this 
country, which has absolutely no prospect of find- 
ing an adequate export market for its produce from 
its own economic resources, decided, under the pres- 
sure of the depression, to amalgamate its economic 
territory with the much greater and more absorp- 
tive economic territory of Germany by eliminating 
all tariff barriers, this was—considering that there 
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was no possibility of extending the economic terri- 
tory in any other direction—an effective way out. 

A relatively more satisfactory position than that 
of any of the countries so far mentioned is that 
(though they also are suffering toa fair extent from 
unemployment) of those European countries which 
have built up their industrial production on a 
broad agricultural basis with a highly specialized 
production and do not depend too completely on 
foreign trade, and which, above all, have adequate 
reserves of capital. Such is the situation especially 
of Switzerland. 

France, even better than Switzerland, has suc- 
ceeded in warding off from its economic territory 
the effects of the economic depression. The French 
labor market is in a particularly favorable position. 
The working population is not increasing, and con- 
sequently the labor market 1s not overburdened by 
a steady increase of potential workers, and is there- 
fore extremely elastic. In prosperous periods the 
labor supply 1s enlarged by immigration; in periods 
of depression there is a corresponding degree of 
emigration. The changes that took place on foreign 
markets during the war did but little injury to the 
French exporting industries. The rapid develop- 
ment of large-scale industries that had taken place 
since the war, with the help of the rich industrial 
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areas that have been secured and the German 
reparation payments, has adapted itself very well 
to the present market possibilities. French indus- 
try, safeguarded from foreign competition by pro- 
tective duties and cartel agreements, can dispose of 
most of its output in France. The currency was 
stabilized at a rate which assured the industries of 
home costs lower than the price of its products on 
foreign markets. The saving capacity of the French 
people is extremely high; and it is a well-known fact 
that French capital is most reluctant to engage it- 
self abroad. Consequently, French industry can 
count upon very cheap credit. Another point is 
that wages in France are to a much smaller extent 
fixed by collective agreements than, for example, in 
Great Britain or Germany. 

It was not until, in consequence of the decline of 
foreign trade, the value of exports on a monthly 
average for 1930 fell by some 15 per cent as com- 
pared with the previous year, that the exporting 
industries had to reduce their output; and this was 
the beginning of unemployment, though employers 
greatly prefer the short-time system. The Febru- 
ary unemployment figure was estimated at 350,000, 
with an additional number of approximately 
1,000,000 short-time workers—extremely low as 
compared with other industrial countries. 
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We cannot enter into a more detailed analysis. 
But it becomes evident from a survey of the unem- 
ployment conditions of the European countries that 
however considerable may be the percentage of 
unemployed, the situation has nowhere reached 
such a critical state as in Germany. And this re- 
flection brings us back to the hopes of recovery at- 
tached to the execution of Mr. Hoover’s relief ac- 
tion. 
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OF UNEMPLOYMENT 


Before attempting to survey the possible meas- 
ures for the prevention and relief of unemployment, 
we must first have it clear in our minds that we are 
concerned with a profusion of factors which may 
lead to disturbances in the marketing of goods, and 
hence to unemployment. Consequently, as far as 
our present knowledge of unemployment and its 
Causes goes, we cannot expect to find a single uni- 
versal remedy. 

In the first place it must be borne in mind that in 
many European countries there was a relatively 
large number of unemployed even before the de- 
pression began, due to radical changes on the ex- 
port markets and the excessive development of 
competing industries, which were particularly 
stimulated by the protective tariff system. In 
those countries, therefore, even if, when the de- 
pression has been surmounted, production expands 
and gradually regains its former proportions, un- 
employment and its relief will still present a prob- 
lem that can only be solved by a slow economic 
reorganization. 

It must further be remembered that the present 
depression is influenced by the far-reaching changes 
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that have taken place in the apparatus of produc- 
tion throughout the world. Not only has the pro- 
ductive capacity of industry immensely increased, 
while at the same time human labor has to a grow- 
ing extent been superseded by machinery, but the 
output of agricultural produce and raw materials 
has risen relatively even more. In itself this 1s, of 
course, an advance of first-rate importance. The 
great thing is the removal of the danger that formed 
the central point of the doctrine of the distribution 
of income for the classical economists—the danger 
that the world-supply of foodstuffs and raw mate- 
rials might not be equal to the growing demand, so 
that the industrial population would become more 
and more tributary to the farmers. 

But this increase of agricultural production and 
of the production of raw materials has taken place 
so rapidly as to cause a radical upheaval of trade and 
price relations, which is upsetting the values of 
practically all incomes and is making itself felt in 
the appalling unemployment figures. Consequent- 
ly, agricultural undertakings whose technical meth- 
ods and working organization have remained un- 
changed are threatened with ruin by the competi- 
tion of undertakings with up-to-date technical 
equipment; and, in the production of raw materials 
also, only those concerns which can produce at very 
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low cost can, in the long run, keep their heads 
above water. The world is faced with the task of 
‘thoroughly reconstructing the relations between 
the different branches of production. For many 
European countries this is still more difficult be- 
cause during the war, and on account of subse- 
quent events, they lost touch with developments, 
and because the peace treaties to some extent de- 
stroyed their mutual economic relations. 

The question of measures for dealing with unem- 
ployment is thus much more complicated in the 
present crisis than it would be in a “‘normal” in- 
dustrial crisis, which, when the depression is over, 
soon gives place to another prosperous period with 
a rapid expansion of production which again in- 
sures regular work for all the unemployed. 

Even in a “normal” industrial depression we 
find abrupt and disastrous disproportions in the 
development of different branches of production; 
but the dimensions assumed by such dispropor- 
tions at the present time are far greater than have 
been observed in the great majority of similar cases 
hitherto. Our economic system has solved the 
problem of increased production in a quite aston- 
ishing fashion. But, notwithstanding the careful 
study of trade cycles with the aid of the economic 
barometer, notwithstanding all the detailed re- 
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search into the causes of depressions, we are faced 
with an enigma when we seek to organize the em- 
ployment of capital, the expansion of production, 
and the exchange of goods on such lines that the 
proportional expansion of the various branches of 
production shall not be disturbed and bring about 
violent economic catastrophes which will prevent 
thousands of men and women from taking their 
share in the process of production. 

It is evident that no attempt can be made defi- 
nitely to prevent unemployment without having 
got a clear insight into the causes of the wave-like 
swings of economic life which are marked by the 
alternation of prosperity periods and periods of de- 
pression and unemployment. It is equally evident 
that extraordinary disturbances which it is impos- 
sible or very difficult to foresee or cope with do not 
lend themselves to preventive action. 

It is, of course, not within the scope of my lec- 
ture to discuss the manifold views which have been 
formed with regard to the explanation of business 
cycles. For the purpose of our reflections it will be 
sufficient to adopt a general classification based on 
the nature of the methods which are thought fit for 
eliminating, or at least for mitigating, the alterna- 
tions of prosperity and depression. Setting aside 
the communist theories, the partisans of which are 
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convinced that the capitalist system is bound to be 
crushed sooner or later on account of the perma- 
nent underconsumption of the working class, and 
that crisis and unemployment cannot be eliminated 
unless by the introduction of a socialist economic 
régime, there are mainly two groups of views which 
come within the scope of our considerations. 

The theorists of the first group consider the 
trade cycle as an inevitable phenomenon attendant 
on our economic system, without, however, draw- 
ing any radical inferences from this statement. 
Those who adhere to this view are convinced that 
it is impossible to distribute capital evenly over the 
different spheres of economic activity in such a 
way that considerable disproportions and dis- 
turbances of the equilibrium could be avoided, 
especially with regard to the extension of the pro- 
duction of capital goods on the one hand and the 
expansion of the production of consumption goods 
on the other hand. These disproportions are, there- 
fore, bound to result sooner or later in a crisis or 
depression with subsequent unemployment. It 
might, however, be possible to mitigate the acute- 
ness of the crisis by the adoption of certain methods 
fit for smoothing out the intensity of the alterna- 
tions between prosperity and depression. A certain 
hope attaches especially to the increasing knowl- 
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edge of the movement of the trade cycles based on 
a careful observation of their symptoms; this 
knowledge might enable employers to adapt their 
production and price policy more closely to the 
future requirements of the market so that an undue 
expansion of productive activity might be to a 
certain degree avoided. 

As a matter of fact, employers (less in Europe 
than in the United States), have experimented with 
this object in view with various devices, and theo- 
retical considerations have contributed their share 
to practical experience. But all the progress that 
has been achieved up to the present day consists in 
smoothing out heavy fluctuations in the employ- 
ment of hands in certain plants; and measures taken 
by individual concerns cannot be expected to have 
a decisive influence on the movement of trade cy- 
cles. The same is true of the production and price 
policy of trade associations and cartels, which, as 
I have pointed out in my first lecture, tends even to 
ageravate crises and depressions by fixing prices of 
raw materials and semi-manufactured goods and 
thus arresting the fall of production costs in those 
industries which largely depend on the consump- 
tion of these materials. 

There is, however, another way to be tried out 
with the object of mitigating the alternations 
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between prosperity and depression; deliberate ac- 
tion on the part of the governments and other pub- 
lic authorities by distributing an important volume 
of public work over a long period, in such a manner 
that during the time of prosperity public orders are 
reduced, and are accordingly increased in times of 
depression. We shall consider this problem in con- 
nection with the relief measures. 

In the eyes of a second group of theorists the ups 
and downs of the economic life can be, if not elimi- 
nated, at least to a large extent mitigated by ap- 
propriate measures of control of credit, fit for pre- 
venting excessive investments, especially in the 
spheres of production of capital goods during the 
time of prosperity. But in spite of the great prog- 
ress made in the theoretical analysis of trade cy- 
cles, and in the knowledge of the complicated prob- 
lems of our monetary and banking system, it is 
doubtful whether an appropriate system of eco- 
nomic symptoms can be established which would 
enable us to judge, with a sufficient degree of reli- 
ability, upon the future trend of the economic life. 
Nor, up to the present day, has it been possible to 
develop banking policy to such a degree of perfec- 
tion that, by a control of credit, excessive invest- 
ments and disproportionate expansions of different 
branches of productive activity could be checked. 
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There is left, however, a large chance for further 
experience. Therefore, so far as it is impossible to 
prevent crises and unemployment, we are driven 
back to measures of relief. 

These may be divided into three main groups. 
The first comprises all of those measures which are 
designed, regardless of all the hindrances encoun- 
tered in a time of crisis and depression, directly to 
increase production and to provide for unem- 
ployed by creating work. In opposition to these 
we have those indirect measures which aim at mak- 
ing it easier for employers to adjust their produc- 
tion costs to the changed prices, so that they can 
increase output on this new basis and employ more 
hands. In our third group we put those measures 
which are not intended to influence the flow of 
production in any way, but simply to distribute 
the available work and the total of wages among as 
many people as possible. 

Although this point is not always clearly brought 
out in public discussions it 1s obvious that each of 
these three groups of measures views the crisis from 
a different angle. The measures of the third group 
are based on the idea that the process represented 
by crisis, depression, periods when sales are at a 
standstill, is an inevitable and postulated fact; 
they do not aim at increasing the quantum of pro- 
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duction in any way, but only at redistributing the 
available employment. In some cases, indeed, this 
conception may bring them into conflict with 
measures of the other groups. 

The opposition is sharper between the advocates 
of an active production policy and those who hold 
that production can only be increased through the 
initiative of manufacturers producing for the open 
market. In the former case, the state or some other 
public body 1s expected to create work for the un- 
employed by carrying out public works, or placing 
big orders. Thus the incentive to increase produc- 
tion proceeds from the prices the government is 
prepared to pay for the works or the goods ordered, 
and those prices must be sufficiently high to cover 
costs. The expediency of such a policy, therefore, 
depends on the economic value of the goods so pro- 
duced as compared with their cost, and also on the 
source from which the government gets the money 
to pay for them. 

On the other hand, those who object to an active 
production policy hold that the only proper way 
to put an end to the stoppage of production, to 1n- 
crease the output of goods, is to adjust production 
costs strictly to the lower prices. They look on it as 
undesirable to raise the prices of those goods by 
artificially stimulating the demand for means of 
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production, and consider that the whole object of 
economic policy should be to make it easier for 
manufacturers to reduce costs so that it will be- 
come a paying proposition for them to increase 
their output as soon as the stocks outstanding from 
the previous period of production have been dis- 
posed of and a fresh demand sets in. What condi- 
tions must be fulfilled to bring about this revival of 
activity, and whence the stimulus is to come that 
will overcome the depression, is an open question, 
to which no general answer has yet been found. 
The proposal that in times of crisis and depres- 
sion the state and communes should develop an 
active production policy is essentially based on the 
idea of mitigating unemployment by distributing 
orders over the whole period of the trade cycle. The 
state and other public bodies are to concentrate the 
work they have to carry out, or to have done by 
contract, as much as possible during the period 
when sales are at a standstill, so as to counter- 
balance the fall in output in the other trades and 
stimulate the circulation of goods. This expedient, 
so obvious to the lay mind, is the only one that can 
directly and immediately provide thousands of 
workers with employment. In those countries par- 
ticularly where the unemployed receive relief, 
whether under insurance legislation or from public 
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funds, it seems, indeed, almost madness to pay out 
relief to the extent of many millions instead of using 
the money to pay wages for economically remuner- 
ative services. The fact that this expedient is actu- 
ally resorted to only in a comparatively small de- 
gree is explained, however, by the economic, tech- 
nical, and, more especially, financial difficulties of 
placing large public orders at a time of depression, 
when sales have stopped. 

As a matter of fact, public works are regularly 
undertaken on a large scale in times of prosperity; 
but in times of crisis and depression there is a con- 
siderable shrinkage in this field. It is, in point of 
fact, a much-debated question whether the long- 
range planning of public works to insure their 
flexible distribution is possible at all. Many econo- 
mists, mostly English and American (Bowley, 
Dickinson, Mallory, and others), are inclined to 
say that it is, while others (notably Bielschofsky*) 
lay stress not so much on the theoretical as on the 
practical difficulties inherent in such a distribution 
of public works. 

In the first place, it is questionable whether the 
discontinuance of public works in prosperous times 
would not have exactly the opposite effect to that 


1 Cf, Bielschofsky, “Business Fluctuations and Public Works,” 
Quarterly Fournal of Economics. 1930, pp. 286 ff. 
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desired. Entrepreneurs would have still more capi- 
tal available for expanding their production, and 
this might accentuate the bbom—and therefore the 
subsequent slump—instead of establishing the 
hoped-for equilibrium. Besides this, and apart 
from administrative and financial difficulties which 
cannot be discussed here, it is not possible to post- 
pone large and important public works in a time of 
prosperity, because nobody can say when the de- 
pression will begin, and in a time of depression it 1s 
quite uncertain how industry will develop in the 
next prosperous period and consequently what 
large-scale public works may seem desirable, or in- 
deed necessary. 

But the active production policy of public bodies 
has also other reasons behind it. During the de- 
pression there is a widespread paralysis of the 
spirit of enterprise, due to the fear that an expan- 
sion of production might not offer any prospect of 
adequate sales. This attitude, it is argued, could 
be much more easily overcome if from any direction 
a stimulus were given to increase the output of 
goods for which there is an assured and remunera- 
tive market. The demand for these goods reacts 
on the producers of the products from which they 
made, makes it possible to earn profits and under- 
take fresh productive investments, increases the 
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amount of employment, creates new purchasing 
power for consumption commodities through the 
payment of wages to additional hands taken on, 
and each of these good effects reinforces the others, 
so that ultimately the absence of the spirit of enter- 
prise is overcome. 

Plainly such a policy of production can only be 
pursued by a body which is in a position to distrib- 
ute over a very wide area the risk involved in the 
placing of orders—in other words, by a public au- 
thority, which has the taxable capacity of the peo- 
ple behind it to cover that risk. It 1s equally clear 
that if such a policy is to succeed it can only begin 
to operate at a time when the adjustment of costs 
to lower prices is nearly completed, and when the 
stocks that have overburdened the market during 
the depression have been disposed of. For, while 
those stocks are still there, the placing of the 
new orders may stimulate the production of those 
goods that are still available in relative abundance; 
and hence there is a danger that the capital the 
public authorities must employ to incite production 
may yield no lasting result. 

Since the state and public bodies always suffer 
a considerable reduction of revenue during a period 
of depression—through decreases in taxes, customs 
duties, and the like—they can only procure the 
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necessary funds for an extensive program of public 
works by floating a loan. Such a loan is unob- 
jectionable if the capital so obtained has no other 
remunerative outlet in the country, or if there is a 
moderate expansion of the volume of credit, but 
not sufficient to involve an inflation of prices. In 
countries where it 1s precisely in the period of de- 
pression that large quantities of idle capital are 
frequently accumulated, such emergency measures 
should therefore be resorted to much more widely 
than is ordinarily the case. But it must always be 
borne in mind that the volume of credit must be 
increased when a more favorable cycle begins and 
those concerns that produce for the open market 
come to the capital market as customers. If the 
state loan has already absorbed a large propor- 
tion of the capital available for long-term invest- 
ment, there is a danger that the interest rate may 
rise, with a consequent increase in production costs, 
which will retard the expansion of production. 
Hence, in the European countries, which have little 
capital, the governments simply could not carry 
through a loan for public works on the home mar- 
ket, but would be obliged to call upon the capital 
market abroad. 

Such considerations are strengthened by another 
argument: the more extensive the program of pub- 
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lic works and contracts is, the less easy it is to 
carry it through in such a way that it comes to an 
end simultaneously with the depression; and the 
danger of incurring expenditure that is not urgently 
necessary, and of a relative increase in costs, is 
greater in proportion to the speed with which the 
works for the relief of unemployment have to be 
undertaken and carried through. 

This is why, regard being had to the state of the 
capital market in Germany, there has for some 
time past been no more serious talk, in public dis- 
cussion, of a far-reaching state production policy in 
that country. Quite recently, however, the com- 
mission set up in Germany to inquire into unem- 
ployment, referring to the peculiar economic posi- 
tion of Germany, advocated the government’s 
proceeding with a comprehensive program of pub- 
lic works 1n order to stimulate the recovery of pro- 
duction. In the commission’s opinion, German eco- 
nomic life is at present beset with such serious 
difficulties that production cannot expand as the 
result of private initiative as soon as in other 
periods of depression—not only because the Ger- 
man money market does not display the liquidity 
that normally prevails in a depression, but more 
particularly because there is no prospect of activ- 
ity in the building trades helping as in ordinary 
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times to overcome the depression; for housing in 
Germany now has to be financed entirely out of 
public funds, and it is just when business is bad 
that those funds suffer a serious decline. 

In these circumstances there 1s no way out but to 
expand production, as soon as prices are to some 
extent stabilized, by carrying out a large-scale pro- 
gram of public works; and this must cover sufficient 
ground to produce not merely a temporary im- 
provement, but a permanent enlargement of the 
industrial market and increase in industrial em- 
ployment. The commission proposes that this pro- 
gram should comprise the completion of the elec- 
tric-power-transmission system, railway electrifica- 
tion, road improvements, agricultural improve- 
ments, land settlements, and a housing scheme. 

The commission explains in its report, however, 
that the capital required for these extensive opera- 
tions must come from a source to which industry 
does not otherwise have access: the home capital 
market is out of the question, and therefore a long- 
term loan would have to be obtained from abroad. 
The influx of foreign exchange in consequence of 
the loan could be used in the first place to repay 
short-term foreign debts, which are so heavy as to 
paralyze the liquidity of the banks. It would thus 
be possible to provide credits for industry. As soon 
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as the execution of the public works had brought 
about an increase of production, there would be an 
automatic rise in imports, which might also have to 
be paid for by foreign loans, so that foreigners 
would reap a satisfactory profit from the increased 
purchasing power of the German market. More- 
over, the German exporting industries would be 
enabled by an international loan, which could be 
placed at their disposal, to finance the sale of their 
products abroad, a process now beset with con- 
siderable difficulties. 

It will be seen that the scheme developed in the 
report is based essentially on a theory of credit 
policy, namely, that the resuscitation of interna- 
tional trade depends on an international credit 
organization and on the financing of production on 
international lines; and this theory 1s involved in 
numerous projects at present under international 
discussion. An organization of this kind would 
hold the greatest interest for all creditor countries 
that are also exporting countries. 

To meet the difficulties that always arise when 
large-scale works are given out by contract as a 
remedy for unemployment, the expedient has occa- 
sionally been tried of giving wage subsidies to pri- 
vate concerns. This is done on the condition that 
they employ a larger number of hands than they 
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have hitherto been employing, or that they re- 
frain from restricting output or discharging em- 
ployees. In Germany there was for some time con- 
siderable discussion as to whether the amount of 
relief due to the unemployed worker should not in 
principle be granted as a wage subsidy to the em- 
ployer if he gives work to the unemployed man. 
This system was, however, eventually rejected for 
several reasons: because it might lead to uneco- 
nomic production, because it favors just those em- 
ployers who have discharged a large number of 
hands, because it entails an investigation into the 
efficiency of the enterprise (which is hardly prac- 
ticable), and, finally, because as soon as the eco- 
nomic situation improves there is no means of de- 
ciding whether and to which concerns the grant 
should continue to be paid. Moreover, as soon as 
an abrupt adjustment of production costs to prices 
becomes necessary, in order to insure that the con- 
cerns will continue to pay, any form of subsidizing 
may delay this process. The example of the British 
coal subsidy has been very instructive. 

In so far as an active production policy is not 
contemplated, the course of the depression and the 
prevention of unemployment depend primarily on 
whether employers are able to bring their produc- 
tion costs into line with the lower prices. Conse- 
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quently it is the business of economic policy to 
eliminate all obstacles to this adjustment. So long 
as the stocks of goods and means of production 
which were produced at higher cost are not ab- 
sorbed by the market, so long as the sale of those 
stocks continues to be held up by the prospect of a 
further fall in prices, economic activity must still 
be reduced mainly to the production of the goods 
needed to meet the smaller demand; there is no 
increase of production, because there is still ab- 
solutely no sign of a coming growth of demand. 
In this period, therefore, even if a big fall in the 
interest rate is possible on account of the amount of 
capital savings available, the reduction of the 
bank rate does not prove efficient to force capital 
into the deeper channels of new investments. Since 
profits are for the most part still problematical, the 
public is shy of investing its savings in any form 
that means a share in those profits. These savings 
lie at the banks in the form of short-term invest- 
ments, playing no direct part in the process of eco- 
nomic production, and representing an important 
factor in the deflation process which is a feature of 
crises and depressions and is expressed by falling 
prices. Only when production has begun to come 
to life again does this capital help to establish a 
lasting increase. Recovery, however, depends to a 
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large extent on increasing confidence in the future 
economic development. From this point of view, 
Mr. Hoover’s relief action has been of great im- 
portance by preparing the ground for a stabiliza- 
tion of the international financial situation which 
again is the basis for a restoration of the general 
consuming power on international lines. 

Among the factors in production costs that may 
enter into the adjustment of reduced prices, wages 
are particularly important. On the other hand, 
since they represent the income of a large section of 
the population, wages greatly influence the extent 
of the effective demand for manufactured goods in 
general use. This raises the question that decides 
the wage policy—whether it 1s preferable to lower 
wages and thus make it possible to reduce costs; 
or to refrain from doing so and so to leave the pur- 
chasing power of the employed workers unim- 
paired, even though the purchasing power of the 
wage-earning class might be considerably reduced 
on account of unemployment and short-time work. 

It is hard to give a really plain answer to this 
difficult question, for a wide variety of considera- 
tions arises for different industries, for different 
countries, and for the different causes of unem- 
ployment mentioned in my first lecture. In those 
industries in which wages represent a large propor- 
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tion of costs, a wage reduction undoubtedly makes 
it easier to adjust costs to lowered prices, an ad- 
justment which is an essential condition of the 
continuance or increase of production. Conse- 
quently, if wages remain unchanged while com- 
modity prices fall, this may contribute to aggravate 
unemployment, as it involves an increase in the 
number and importance of the unalterable ele- 
ments in costs. Another point is that when prices 
are falling the employer is compelled, if wages re- 
main unchanged, to reduce the percentage of wages 
to costs. He therefore resorts to all available meth- 
ods of rationalizing the process of production, 
which generally leads to a saving of labor. Unem- 
ployment may thus be aggravated, or at the least 
its elimination may be retarded. The final effect 
of wage reductions will however depend on the ex- 
tent to which they are accompanied by a fall in 
prices, thus increasing the purchasing power of 
other classes of the community and preparing the 
way for an expansion of production. 

In the long run, a rigid system of wages at a 
time of lasting unemployment and falling com- 
modity prices means a redistribution of the income 
of the population to the advantage of the employed 
workers. The effect is to prevent work from being 
found for the unemployed in concerns which can 
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only keep their heads above water and maintain 
or increase their production by lowering wages. 

Another of the factors which, in a time of de- 
pression, make it more difficult in many countries 
to adjust production costs to prices is represented 
by the so-called “fixed” prices of many materials 
and semi-finished goods, which are kept at a speci- 
fied level by cartel agreements, regardless of 
changes in the level of other prices. For those in- 
dustries that have to obtain these means of pro- 
duction in large quantities from the cartels, the 
prices in question are a serious factor in costs, 
which compels them to reduce their output to’ a 
larger extent than if the prices of their materials 
were adjusted to the price level established by free 
competition. It 1s often very difficult, however, for 
governments to influence the price policy of the 
cartels and to force them to lower their prices suffi- 
ciently, especially as the proper extent of the re- 
duction is often very hard to determine. 

Generally speaking, the connection between the 
mobility of production costs and unemployment 
may be defined as follows: the greater the rela- 
tive importance of the fixed factors in production 
costs 1s, the longer it takes for commodity prices to 
fall to the level of the new equilibrium of trade rela- 
tions; and that means that those groups who are 
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favored by this situation as regards production 
costs (cartellized manufacturers, employed work- 
ers whose wages remain unchanged, creditors with 
fixed claims to interest, and so on) pass the econom- 
ic effects of the depression on to other classes of the 
community, especially to the unemployed, who 
remain out of work for a correspondingly longer 
period. 

We have still to deal quite briefly with the meas- 
ures that fall into our third group. These are de- 
signed so to distribute the available amount of 
work, reduced as it is by the depression, and the 
corresponding amount of wages, that it may be 
shared by as many of the unemployed as possible; 
while the extent of production, the degree of em- 
ployment as measured by hours worked, and the 
costs of production are unaffected by these meas- 
ures. 

In this connection chief importance must be at- 
tached to an efficient labor-exchange system— 
which can also, of course, be of great service in 
times of prosperity. Such a system affords a bird’s- 
eye view of all available employments, and enables 
the unemployed to be introduced to the most suit- 
able vacant situations. It is a common demand 
that employers should be required to report all 
vacancies to the state-controlled labor exchanges. 
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In those countries, more particularly, where an un- 
employment insurance system has been introduced, 
the provision of work is organized by covering the 
entire country with a network of labor exchanges, 
whose business it is to provide work for the un- 
employed as much as possible, in order to prevent 
any abuse of the insurance. The technique of 
labor-exchange work has, in fact, become a separate 
science. Great progress could be achieved if, ac- 
cording to the intentions of the International 
Labour Office, placing work was methodically ex- 
tended in the international field. 

During a period of depression, when only a few 
situations are available for hundreds of thousands 
or millions of unemployed, the best-organized 
labor-exchange system cannot, of course, do more 
than prevent friction on the labor market. Conse- 
quently, in many countries the question has been 
very thoroughly discussed whether it would not be 
possible in some way to compel employers to dis- 
tribute their available work among as many work- 
ers as possible. This idea has, indeed, been carried 
out in the form of the short-time system, where it 
seems to suit the interests of the employer, but it is 
not regarded as adequate to leave the matter to the 
employer’s free choice. 

The demand of the International Federation of 
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Trade Unions and of other representatives of or- 
ganized labor for a general reduction of working 
hours to 40 a week can hardly be seriously con- 
sidered since in many concerns this scheme if 
adopted would lead to a corresponding increase of 
cost of production. 

The proposal made to reduce the hours of work 
can perhaps be carried out with certain modifica- 
tions. The German government quite recently has 
been empowered to reduce the legal maximum 
hours of work to forty weekly in certain industries 
and trades where this would be feasible. The rules 
might vary according to the particular case: for 
instance, either the length of the working day 
might be reduced from eight to six and one-half 
hours, or it might be laid down that the employee 
should work eight hours a day but only on five 
days, or that after six weeks’ work he should have 
one week idle. The worker who has hitherto been 
working full time, but is now put on short time for 
the benefit of the unemployed, must, of course, 
lose a corresponding proportion of his earnings, 
which may be reckoned at from 17 to 18 per cent. 
It would be a serious matter if, as many employers 
fear, this measure were to lead to an increase in 
production costs by destroying the optimum ratio 
between hours worked and work done, or if it were 
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not duly withdrawn as soon as an improvement in 
business makes it possible to increase production. 
It has been estimated that in Germany, some 
600,000 workers could find employment if this 
measure were carried through. On the other hand, 
a proposal has been rejected that has been the sub- 
ject of much public discussion—namely, that all 
employed persons whose subsistence is otherwise 
provided for (married women, for instance, would 
be included) should be replaced by unemployed 
persons. If carried into practice this idea would 
give rise to intolerable hardships and injustices. 

All attempts to reduce hours of work in order to 
distribute the available employment among a 
larger number of workers clearly betray a certain 
spirit of resignation. Although in some cases such 
measures may be expedient on moral and political 
grounds, they are unquestionably based on a much 
too mechanical conception of economic life and 
the process of production—on the conception, 
namely, that there is a certain fixed quantum of 
working time available, which can simply be re- 
distributed among a greater number of workers 
without impairing efficiency and without raising 
costs. 

It will be seen that the possible means for dealing 
directly with unemployment are few, and apart 
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from a states production policy not very effective. 
But this survey leads us at all events to one im- 
portant conclusion. So long as we have to reckon 
with the fact that periods of very severe unemploy- 
ment occur from time to time in the cyclical course 
of economic life, we cannot regard with indifference 
the question of how the unemployed are to be as- 
sured of a living in hard times. Even if we refused 
to recognize any moral duty to the unemployed on 
the part of the state and society, we should still 
have to pay heed to the social dangers arising out 
of the fact that, through no fault of their own, 
hundreds of thousands or millions of human beings 
who are perfectly willing to work can find no em- 
ployment for many weeks or months. Our eco- 
nomic order is based essentially on the principle 
that every man is responsible for his own economic 
position. That principle has been broken time after 
time latterly—more in Europe than in America— 
but its significance as the motive power of eco- 
nomic activity has in no way changed. It can only 
be effective, however, on condition that the indi- 
vidual is able to bear that responsibility. In a time 
of economic depression this is not the case of all 
those who, with the best will in the world, are un- 
able to find employment on account of the state of 
the labor market. The threat to subsistence in 
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consequence of unemployment may, in fact, be 
classified as an industrial risk. 

In many European countries where, after the 
war, the army of unemployed assumed unparal- 
leled dimensions and threatened to become a dan- 
ger to the social order, the claim of the unemployed 
to have their livelihood secured against an eco- 
nomic collapse was recognized by the introduction 
of various forms of unemployment insurance or 
assistance—and recognized not only for periods of 
depression, but for any unemployment that might 
occur independently of the will of the unemployed 
person. It may be disputed whether the idea of 
applying the principle of insurance without modi- 
fication to the covering of the cost of unemploy- 
ment relief is justified, since the primary condition 
of any insurance—that the risk can be determined 
by actuarial calculation—is not fulfilled 1n this case 
on account of the unequal distribution of unem- 
ployment over different economic periods. 

There are also many possible answers to the 
question as to what section of the population is 
under the obligation to provide for the maintenance 
of the unemployed during the period of depression 
—to what extent the state is bound to interfere, as 
representative of the whole community, since the 
depression is a general economic phenomenon; or 
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the employers only, who might be put under the 
obligation to support in bad times the workers em- 
ployed in prosperous periods. Moreover, the work- 
ers who are employed may be obliged to contribute 
to the insurance scheme. Hence the provision of 
funds for relief may be organized either on uniform 
principles for all the unemployed, or separately for 
each industry. And we have also to consider how 
far it is possible to even out the burden between 
prosperous and unprosperous periods. All of these 
questions must be settled by considerations of ex- 
pediency, and cannot be answered in the same way 
for every country. 

In the present depression these arguments are 
further strengthened by the peculiar circumstances 
by which it is attended. Unemployment insurance, 
which in those European countries in which it has 
been introduced was originally conceived as an 
emergency measure, has lost its primary character 
—especially in England, Austria, and Germany— 
because, owing to the prolonged stoppage of trade, 
unemployment could not be reduced, or could only 
be reduced temporarily, below a relatively high 
level. In such conditions a more or less large part 
of the working class is permanently excluded from 
all share in economic activities, and must somehow 
or other be provided for out of the national eco- 
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nomic resources until the protracted process of 
completely adjusting industry to the new market 
conditions has been carried through. It is perfectly 
possible that, even when industrial production 
again begins to increase, such a position may arise 
in countries where otherwise, during a prosperous 
period, all the available labor could be turned to 
account without any great difficulty. For, owing 
to the enormous improvement in agricultural tech- 
nique, through which human labor has to a large 
extent been superseded by machinery, the super- 
fluous agricultural workers will have to seek occu- 
pation in industrial work; but industrial produc- 
tion can hardly increase rapidly enough to pro- 
vide work and wages for them all, especially as in 
industry also the tendency to save labor in order to 
reduce costs is hardly likely to change. If, there- 
fore, no attempt is to be made to provide lasting 
work for the unemployed by a large-scale program 
of public works, there is no alternative but the 
organization of some kind of system of unemploy- 
ment insurance. 

We are, indeed, in the midst of a radical reorgan- 
ization of the mutual relations of all branches of 
production, and this process entails enormous sacri- 
fices, most of which have to be made by the unem- 
ployed. We are surrounded by such a refashioning 
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of the world economic system as occurs only at very 
long intervals and has scarcely ever assumed such 
dimensions, because never before have the peoples 
of the earth been so closely linked together by the 
exchange of goods, by human intercourse, and by 
the mutual relation of debtors and creditors. No 
country can permanently evade the consequences 
of those changes that proceed from rapid technical 
progress; no country can remain unaffected, as re- 
gards the production and distribution of goods, by 
the fall in the prices of raw materials and agricul- 
tural produce; no country can maintain its rate of 
production unaltered when there is an abrupt and 
considerable restriction of the volume of credit on 
one of the principal money markets, appreciably 
reducing purchasing power and suddenly bringing 
sales to a standstill. The fundamental problems 
of the world economic crisis are common to all the 
peoples of the world. 

It is not within the scope of my lecture to pro- 
pose a program of international activity for over- 
coming the depression and reducing unemploy- 
ment. Such a program will be discussed by other 
lecturers. However, I should like to add only a 
few words as to the nature of such a program. If 
the problem of reparation payments and inter- 
allied debts could be settled in a satisfactory man- 
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ner—if moreover, the financial situation of the 
most important debtor countries could be stabi- 
lized—there are three main questions which stand 
especially in need of international action: The 
regulation of the production of certain raw mate- 
rials and foodstuffs so as to adapt it more closely 
to the consumptive capacity of the respective 
markets; the commercial policy which tends to 
separate the market of the different countries from 
each other; and, finally, an appropriate distribu- 
tion of capital all over the different sectors of the 
world. 

All the measures connected with these problems 
must carefully be adapted to the special conditions 
prevailing in the different countries. For, though 
crisis and depression are world-wide phenomena, 
the special aspects they present and the special 
form they take vary widely from country to coun- 
try—the factors which have contributed to swell 
unemployment being of a striking variety. We 
cannot hope, for the present, to get a command 
over the forces that rule the economic life, but im- 
portant progress would be achieved if the economic 
and commercial policy of the different countries 
should no longer be considered exclusively from 
the point of view of the nation’s own interest, but 
also with regard for its world-wide repercussions. 
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INTERNATIONAL CO-OPERATION 
AND UNEMPLOYMENT 


By E. J. PHELAN 


I. THE PROBLEM OF UNEMPLOYMENT 
AS REPORTED TO GENEVA 


Unemployment is undoubtedly one of the prob- 
lems with which the world is most preoccupied at 
the moment. But, though everyone is familiar with 
the existence of the problem, it is by no means easy 
to define it in satisfactory terms. 

Unemployment is, of course, the problem of the 
unemployed. The Oxford Dictionary tells us that 
the unemployed are “those who cannot find work 
and wages.”’ But what is the test of the inability 
to find work? Must the seeker be genuinely seek- 
ing it? Presumably he must, and yet a majority 
of the British House of Commons struck out these 
words from the Unemployment Insurance Act on 
the ground that no satisfactory practical test was 
possible. And what are the wages? Some stand- 
ard of wages is implied, whether it be a starvation 
standard, a trade-union standard, or even some 
vague standard which opinion may be satisfied to 
call reasonable. We shall meet this difficulty again 
when we attempt to examine the extent of unem- 
ployment. For the moment it is sufficient to em- 
phasize it. 

The difficulty of defining unemployment arises 
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from the fact that it is a disease and not just a de- 
fect of our industrial civilization. It has been called 
the cancer of the body economic. But even that 
image may be misleading, because it suggests the 
possibility of a certain isolation of phenomena. 
The body economic and the body politic are the 
same, and when we talk of the body economic we 
only mean society in one set of its functions, to 
which we wish to devote special attention. 

Looked at in this way the problem becomes, un- 
fortunately, immensely complex. It has personal, 
moral, psychological, social, economic, financial, 
political, and even constitutional aspects. These, 
it is true, may be studied and even treated sepa- 
rately, but only within limits. And it is perhaps 
useful to insist on their interaction, because there 
are dangers in oversimplification and in dealing 
with the problem in too abstract a way. 

It may, of course, be argued that to present the 
problem in this way 1s to present it in a form which 
is unmanageable. The mathematician is never tired 
of repeating that a problem properly stated is a 
problem more than half solved. That is true, but 
unfortunately we are not dealing with mathe- 
matics, not even with applied mathematics. Noth- 
ing much happened to the system of the universe 
as observed by man until Newton was ready to 
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formulate the principles upon which modern as- 
tronomy was based. And still less happened in the 
interval between Newton and Einstein until Ein- 
stein was able to perfect the series of. Newtonian 
approximations. A thousand, or ten thousand, ob- 
servations could be made to test a theory. The phe- 
nomena observed did not change. They were al- 
ways there to be looked at whenever and as often 
as the scientist chose. But social and industrial 
phenomena are different. They change, or may 
change, while observation is going on. Observa- 
tions at two different times may be observations of 
two different things. The body social or industrial 
is a living body, subject to growth and evolution, 
capable, perhaps, of observing certain laws at one 
time and other and quite different laws at a later 
time. That is, unfortunately, why there is and can 
be no economic Einstein. 

We cannot take our industrial system apart like 
a clock, adjust one or the other component of it, 
put back the parts, and start it again. The system 
is organic and not inorganic, and if we deal with 
one part of it according to logical principles which 
are too abstract we must be prepared for results 
which may be different or sometimes even the op- 
posite of those which logic would expect. I may 
illustrate the difference in this way: If I pour cold 


{155 } 


UNEMPLOYMENT 


water on the front step of a house nothing will 
happen to the attic window—but, if my own feet 
get wet, I may get a cold in my head. To repair 
the damage to the house, it 1s only necessary to 
dry the step. But I will not cure the cold in my 
head by drying my feet. I shall be told by a doc- 
tor, if I consult him, that I should do an apparently 
illogical thing, namely, wet my feet again—only 
this time the water should be hot and contain a 
little mustard. 

In this example there is an assumption of some 
importance— namely, that the patient takes the 
doctor’s advice. If we find a remedy, or rather 
remedies, for unemployment, the remedies will be 
useless if the patient refuses them. Thus, opinion, 
what I have called the political aspect of the prob- 
lem, is one of its essential elements. 

Now how can we attempt to see the problem as a 
whole, or get a view, even though it be only partial, 
of a series of its aspects at one and the same time? 
We can doit, perhaps, in some degree by examining 
a kind of cross section of the opinions of those 
whose responsibilities are directly involved in its 
treatment: workers, employers, and governments. 
Such a cross section will, perhaps, be almost more 
confusing than the problem itself: it will show con- 
tradictory attitudes, the clash of theories, the pre- 


{156 } 


INTERNATIONAL CO-OPERATION 


occupations of different national policies. But, con- 
fusing as they may be, they represent the circum- 
stances in which the disease must be treated and if 
possible cured. 

Such a cross section is exactly what we have just 
had in Geneva, where the International Labour 
Conference has spent some six days discussing the 
problem of unemployment. In that discussion the 
problem was presented in a variety of its forms by 
leaders of workers’ organizations, heads of em- 
ployers’ associations, and ministers and govern- 
ment officials from some twenty-three different 
countries. 

The picture so secured is not, of course, com- 
plete, and in attempting to present it here I shall 
be compelled to make many omissions of individual 
contributions. I shall hope, however, to be able to 
convey something of its animate character. 

I should, however, mislead you if I led you to 
believe that the problem as reported to Geneva 
takes only the form of discussions of this kind. The 
International Labour Office is continually collect- 
ing facts, statistics of the extent of unemployment, 
texts of legislation, reports dealing with unemploy- 
ment insurance, information concerning schemes 
for its alleviation, and so on. That is a continuous 
process which has given results of great value. 
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For the moment, however, I only propose to 
utilize these reports to Geneva in order to give you 
a few figures which afford some indication of the 
extent and the severity of the problem which 
formed the background to the discussion I shall 
later describe. 

I should begin by a word or two about the diffi- 
culty of compiling the figures which I am going to 
quote. 

The difficulty of definition to which I referred 
above becomes a matter of great practical impor- 
tance as soon as any attempt is made to measure 
unemployment statistically. Statistics are rarely 
an end in themselves; they are more usually a by- 
product of administration. That is to say that cer- 
tain figures have to be collected to check the run- 
ning of a particular piece of legislation, or of a 
system which is applied by some non-governmental 
authority. In one and the other case there 1s a 
natural tendency to collect only the figures which 
are required for the practical purpose involved, and 
to define the information asked for in terms of the 
law administered or the system applied. 

For instance, if a trade-union gives benefit, the 
figures which it is certain to collect are the figures 
of those of its members who receive such benefit. 
It will define as unemployed those of its members 
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who fulfil the conditions required by the system 
and who come under its operation. But the figures 
so secured will only measure unemployment among 
its members as defined by the system operated. If 
a man has exhausted his right to benefit he will not 
be counted. He will also not be counted if he has 
not yet qualified for benefit, or if there is a waiting 
period before benefit begins. Thus, although the 
figure will give us an indication of unemployment 
in the union concerned, it will not give us an exact 
measurement of anything except the application 
of a particular scheme at a particular moment. If 
we wish to compare unemployment among mem- 
bers of the union at two different dates, we shall 
need to know the number of its members at those 
two dates and to compare percentages. But the 
difficulties are much greater if we wish to compare 
unemployment in two unions with different sys- 
tems, i.e., with differing waiting periods, different 
numbers of qualifying payments, etc. And what we 
cannot compare we cannot add so as to get a figure 
for the two unions combined. 

The same difficulties arise when we are dealing 
with two countries with highly-developed unem- 
ployment administrations like Germany and Eng- 
land, and there may be further complications. A 
change in the legislation concerned may make an 
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immediate alteration in the figures, and thus make 
a comparison in the same country between two 
different dates entirely misleading unless careful 
corrections are made. Thus, at the outset of the 
problem, we are faced with the fact that it 1s im- 
possible to have really accurate information as to 
its size. We must be satisfied with approximate fig- 
ures, often only with estimates. 

But, great as may be the margin of error in such 
figures as we have, there is no mistaking the ter- 
rible situation they depict. 

It was estimated, so far as figures were available, 
that in March, 1930, there were in the world ten 
million unemployed. That figure was considerably 
higher than normal. At the end of February, 1931, 
the number of unemployed in two countries, Ger- 
many and Great Britain, taken together exceeded 
the total for the whole world roughly one year be- 
fore. 

As I have said, the total figure is not in itself a 
very useful or accurate measure, but if we com- 
pare the totals calculated on the same principles 
we must face the appalling fact that during the 
period March, 1930, and March, 1931, the number 
of unemployed in the world doubled. 

I will give you one or two figures comparing 
December, 1929, and December, 1930. In some 
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cases the figures are typical percentages, in others 
totals, but they serve to show how general has been 
the increase." 

In the United States the number of unemployed 
rose from 10.3 to 16.6 per cent; in Germany from 
2,850,849 to 4,383,843 (the latest figure for Ger- 
many 18 4,953,474, of whom 4,894,000 were totally 
unemployed); in Belgium the figure rose from 2.4 
to g.2 per cent; in Italy from 408,748 to 642,169; 
in Holland from 12.3 to 18.2 per cent; in Great 
Britain from 1,344,220 to 2,499,780; in Sweden 
from 16.3 to 22.9 per cent; in Czechoslovakia from 
2.8 to 7.5 per cent; in Switzerland from 4.2 to 
6.6 per cent. 

The few exceptions where increases were small 
were Esthonia, Latvia, Norway, Ireland, and the 
Soviet Republic of Russia. The position in Russia 
is a special one. In July, 1929, 1,310,500 applica- 
tions for employment were notified. In July, 1930, 
this figure declined to 633,400. Since that date no 
further information has been supplied and the 
Soviet authorities state the problem is one of re- 
cruiting workers for the ‘Five-Year Plan.” 

I will give just one other set of figures (Table I) 
to show the gravity of the economic crisis of which 


* The figures quoted are taken from the 4nnual Review published 
by the International Labour Office, Geneva. 
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the unemployment figures given above are one 
index. 

Only three countries show an increase, to be ex- 
plained in the case of Spain by a depreciation in its 


TABLE I 


InpEx NuMBERS or WHOLESALE Prices* 


Percentage Increase(+-) 
or Decrease (—) 


ee ae 
CHING: 2.03 Gem sccanee eoewees + 7.9 
Russia.........cc cece cence eeee + 3.3 
SDAIN ihc ccraarnareaseunees + 2.9 
Germany. cop aie tind awtedends —13 
PONG ep credit a eptiagmateatad-s —17 
PEANCE Lec vi endeee ect edededs —17.3 
WAY acc ccdeic neue dee es —17.5 
United Kingdom............... —17.6 
Ui Dieses iatace saterxeevnses —17.7 
AUSHAN Asses ong ie ean aoe —21.3 
Netherlands................... —22.5 
INGA sc tea te ca po aea eaten: —24.5 
Va0An oon eo ante sanees —24.7 


* See the Report of the Director of the International Labour Office, 


currency, in the case of China by the depreciation 
of silver, and in the case of Russia possibly due to 
its independent monetary policy. Index figures of 
industrial shares, the number of bankruptcies, 
official discount rates, and index figures for the vol- 
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ume of production, all show the unprecedented 
nature of the depression—and its general incidence. 

It was in the face of this situation that the un- 
employment discussion to which I have referred 
took place in the International Labour Confer- 
ence. 

Fifty-four speakers took part in that discussion. 
They came from nineteen different countries and 
from every continent. Nineteen spoke in behalf of 
governments, nineteen on behalf of employers’ or- 
ganizations, and fifteen on behalf of workers’ or- 
ganizations. 

I will try to summarize first of all the views ex- 
pressed by the workers’ representatives. But, be- 
fore I begin, I want to remind you once more that 
the opinions I am about to express are not my 
own. I am going to try to present you with a pic- 
ture, not with a philosophy. 


In general the workers did not attempt to deal 
with the causes of the crisis. They were practically 
unanimous in describing it as the result of produc- 
tion having outstripped consumption, and this 
they attributed to a disproportionate increase in 
the amount of national income devoted to produc- 
tion equipment. They were careful, however, to 
point out that the workers were not opposed to 
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rationalization, or to the application of improved 
methods, but they demanded that rationalization 
should be “‘a joint affair between the workers and 
their employers.” 

They complained bitterly of the inaction of gov- 
ernments in the face of the crisis, in particular as 
regards the recommendations of the 1927 Econom- 
ic Conference. 

They vigorously denounced the policy of reduc- 
tion of wages and urged that the only immediate 
remedy which could and should be applied to the 
present situation lay in shorter hours of work and 
increased wages. 

They declared themselves in favor of other steps 
which they considered would contribute to amelior- 
ating the situation, such as the international or- 
ganization of the labor market, international con- 
trol of emigration, the institution of old-age pen- 
sions at sixty years of age, the raising of the school- 
leaving age, the promotion of national and inter- 
national public works, the extension of unemploy- 
ment insurance. Their general conclusion was that 
the shortening of hours without reducing earnings 
would produce an immediate effect, and that for a 
long-term remedy efforts must be made to formu- 


* For the complete record of the discussion see the Proceedings of 
the Fifteenth Session of the International Labour Conference, 1931. 


{164 } 


INTERNATIONAL CO-OPERATION 


late a plan of production and to work toward what 
they called a “‘controlled economy.” 

They concluded on a note of warning indicating 
that the workers they represented would be unable 
to understand the impotence or inaction of govern- 
ments and would lose what little confidence they 
possessed in the methods of collaboration if nothing 
was done. ‘‘Remember,” concluded one speaker, 
“Samson pulled down the pillars of the Temple.” 

The development of their argument was some- 
thing as follows. They recalled that they had been 
drawing attention to the problem and pressing for 
action to deal with it in every international con- 
ference since the first International Labour Con- 
ference in Washington in 1919. They had urged 
their point of view at the Genoa Economic Con- 
ference in 1920 and at the Geneva Economic Con- 
ference in 1927, and had pleaded for action at every 
intervening opportunity. They could thus claim to 
have foreseen the dangers, and though they did 
not claim to have brought forward final and defi- 
nite solutions they did claim to have put forward 
suggestions which, if they had been followed, 
would have rendered the situation less grave. Most 
of these suggestions had been ignored. The case for 
some of them was so strong that they could not be 
entirely rejected and in a modified form they had 
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figured in the conclusions of the Economic Con- 
ference of 1927. But certain interests were opposed 
to them and so no action had been taken on them. 

In these circumstances they had had to try to 
convince those responsible for production and for 
the direction of national affairs of the necessity of 
adopting a new, more intelligent, and more con- 
structive policy. They urged that the Conference 
would do well to reread the history of industrial 
disturbances in the past and to realize the danger 
of meeting the workers’ legitimate demands with a 
perpetual mon possumus accompanied by no hint 
of ameliorating measures. 

Instead of such measures they found themselves 
faced with proposals which would make the situa- 
tion worse. They were told that the remedy was to 
reduce wages. There might conceivably be some- 
thing in this view if countries were rigidly sepa- 
rated units. But that age has passed. The policy 
of reducing wages would be internationally conta- 
gious. It would lead to cut-throat competition at 
the expense of the worker. It would result in a re- 
duction in purchasing power and thus cause still 
further unemployment. The advent of the crisis 
had been due to losing sight of this truth. When 
industry was prosperous the proportion of the reve- 
nue of industry paid in wages had diminished in 
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comparison with the proportion used to increase 
the mechanical means of production. The report 
of the Committee of Enquiry presided over by 
Mr. Hoover was evidence of this fact as regards 
the United States. According to that report, from 
1922-27 productivity increased by 4 per cent per 
annum, nominal wages rose by 2.4 per cent, and 
real wages by only 1.7 per cent, while profits rose 
by g per cent, and another investigation had shown 
that the capital taken from industrial revenue had 
increased by 13 per cent. 

With the increase in profits there had been a 
boom in the stock market and an epidemic of spec- 
ulation. Money had been used for speculation in- 
stead of for consumption. Companies had, in many 
cases, distributed stock dividends instead of money 
dividends, thus intensifying the process. The 
movement had not been confined to America. 
Money had been attracted from Europe, and the 
European stock exchanges had reflected in some 
degree the phenomena in America—for today the 
world was an economic and financial unit. The re- 
sult was that productive equipment had been rap- 
idly increased while the revenue available for con- 
sumption had been stationary or decreasing. 

For example, the number of kilowatts of elec- 
trical power produced in the world rose from 
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187,000,000,000 in 1925 to 250,000,000,000 In 1928, 
an increase of 12 per cent per annum. And what 
happens, asked the workers, when the means of 
production thus increases and purchasing power 
falls? In the United States there is equipment to 
produce 750,000,000 tons of coal per annum but 
only 500,000,000 tons 1s produced; blast furnaces 
produce only 40,000,000 tons when they are capa- 
ble of producing 66,000,000; shoe factories produce 
only 300,000,000 pairs when their capacity is 
goo,000,000. The result is the fall in prices of which 
employers complain and which they use as an argu- 
ment against the workers’ claims. 

The workers had never opposed rationalization 
or improved methods, they claimed, but it must be 
realized that their interests were involved. Ration- 
alization must be a sane process controlled and 
directed for the general good. Science must be 
man’s servant and not his master. What are we 
faced with, they asked, if rationalization goes on, 
as it is still going on, without thought of its social 
consequences? If the blast furnaces in the United 
States were all completely rationalized only 3,000 
men would be required instead of 28,000, in coal 
mines only 420,000 instead of 750,000, in boot and 
shoe factories only 80,000 instead of 200,000, in ag- 
riculture only 3,500,000 instead of over 8,000,000. 
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There should be no quarrel between workers and 
employers faced with a problem of this kind, they 
added. Employers are more and more managers of 
companies in which there are thousands and hun- 
dreds of thousands of shares. Surely, argued the 
workers, we should be able to collaborate in the 
endeavor so to plan the development of modern 
industry that the mistakes that have been made 
shall not be repeated. It is the banks which have 
become the masters of modern industry, but they 
and the governments do nothing even when action 
is surely possible, though perhaps only in limited 
fields. We have offered our collaboration, but we 
were told that the situation must be left to the free 
operation of the old economic laws. Economists are 
the slaves of old economic formulas based on as- 
sumptions which no longer hold good. 

When we urge shorter hours with earnings main- 
tained at their present level, they asserted, we are 
told that capital has made sacrifices and that labor 
must do likewise. Capital may have its difficulties 
but that is not our fault and we must doubt the 
reality of the sacrifices in view of the statistics that 
are available. In the United States in the first six 
months of 1930 wages diminished by $815,000,000 
but corporation profits increased by $350,000,000. 
In railways, for example, wages were $91,000,000 
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less and profits $39,000,000 greater. We are also 
told, they said, that the burden of taxation is an 
obstacle and that it 1s swollen by social charges. In 
reply we would point to the relative expenditure on 
armaments and on social services. We believe that 
it is not impossible to organize production on a 
scheme thought out in advance both nationally 
and internationally, and we offer to collaborate in 
the preparation of such ascheme. As an immediate 
remedy we urge shorter hours and higher wages so 
as to increase consuming power. The present situa- 
tion cannot continue and we urge action before it 
is too late and before the working classes lose their 
belief in the policy of collaboration which they 
have faithfully followed during the last ten years. 


This was in brief the case to which the employ- 
ers’ spokesmen had to reply. They agreed with the 
workers that good industrial relations between 
workers and employers were essential. They agreed 
also that the social and economic aspects of the 
problem could not be separated. They differed 
among themselves as to the importance to be at- 
tached to the rdle played by monetary factors, 
some insisting that this was the key to the problem 
and others disagreeing. They did not refuse the 
idea of collaboration but insisted on its difficulties 
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and made no positive proposals for its immediate 
application. They urged that the cost of produc- 
tion must be reduced and that this could only be 
accomplished by the reduction of wages and of 
social charges. 

Their arguments may be set forth as follows: 
They declared that they did not accept the eco- 
nomic doctrine of laissez faire. Some interference 
with the free operation of economic laws was neces- 
sary because human beings had to be dealt with, 
but it could not be forgotten that a certain amount 
of our present trouble was due to unwise inter- 
ference. Interference there must be, but it must be 
made with prudence and with due regard to eco- 
nomic phenomena and not in disregard of them. 
Three principles must be borne in mind: (4) The 
interdependence of economic phenomena, (4) the 
mobility of capital whether it be concentrated or 
distributed, and (c) psychological factors. 

As regards the causes of the crisis the employers 
considered that they had been neither sufficiently 
analyzed in theory nor even exhaustively tabu- 
lated. It could however be asserted that there was 
no simple cause and that those causes which were 
most evident were: (1) The fall in the price of raw 
materials which resulted from the extension of cur- 
rency on a gold basis; (2) overproduction in agri- 
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culture financed in incredibly exaggerated condi- 
tions with the result that loans could not be re- 
imbursed and that these credits became frozen; and 
(3) overproduction in industry and naturally ex- 
cessive speculation. This had led to a tightening of 
money, a cessation of credit and loss of confidence. 

What can be done? asked the employers. Can 
we re-establish world-economy on the old basis? 
Certain economists argue that this 1s possible, that 
if the fiduciary circulation of the banks were in- 
creased, as a result of an agreement among banks, 
our difficulties would be solved. The employers, 
however, considered that this would only be infla- 
tion, and that it is an illusion to suppose that there 
can be any short cut to world-prosperity by mone- 
tary manipulation. Therefore, said the employers, 
if we cannot re-establish equilibrium at the old 
level of prices, we must seek to establish it at the 
level of today. And thus we are driven to consider 
two possibilities: a certain control of production 
and a reduction in the cost of production. 

But control of production is fraught with great 
practical difficulties, argued the employers. We 
have to deal with the problems of stocks, of pur- 
chasing power, of technical improvements, of the 
equilibrium between agriculture and industry, be- 
tween internal and external markets. The difficul- 


{ 172] 


INTERNATIONAL CO-OPERATION 


ties are such that there is a temptation to say let 
the thing settle itself, leave it to the free play of 
economic forces. But this is not a solution because 
the economic forces are not allowed free play. For 
reasons which are perfectly legitimate from the 
purely national point of view we get forms of pro- 
tection, direct or indirect, and these constitute in- 
terference. These interferences are sometimes un- 
fortunate, and we would prefer a policy of organi- 
zation through understandings between or within 
industries, though again we insist on the difficulties 
of their practical realization. Such understandings 
would in particular have to have a degree of elas- 
ticity which would allow for technical progress. 
They cannot be rigid. They must allow for per- 
petual adaptation. We must not crystallize. 

But, they argued, the immediate problem 1s the 
problem of production costs. There is general rec- 
ognition by economists that they must be reduced. 
How? We are urged to have recourse to rationali- 
zation and we agree, but rationalization has narrow 
practical limits. There is rationalization which is 
economically sound, which does not require too 
much capital, and the least possible from abroad, 
and which in consequence can pay. There is un- 
sound rationalization which does not pay, which 
plunges countries into debt and which produces 
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unemployment. Rationalization, therefore, has 
limits. 

Let us take, then, they said, the elements which 
enter into the cost of production and see how far we 
can deal with them. They are: (a4) raw materials 
—but they are already at rock bottom prices; (4) 
taxes—there seems to be little hope of reduction, 
although taxes in many countries are ten times 
greater than they were before the war; (c) amorti- 
zations and reserves—which are everywhere below 
the pre-war figure and it may be said that, if we 
take account of investments, no company is mak- 
ing sufficient provisions for the repayment of 
debts; (d) interest—in the case of bonds this results 
from a contract which must be respected: conver- 
sions have been made where possible, and new 
loans pay the smallest possible interest in the exist- 
ing situation; (¢) profits—statistics show that these 
are less in gold value than before the war and a 
further proof is given by any list of stock-exchange 
prices. So, stated the employers, we are left with 
(f) wages and (g) social charges. Since we can re- 
duce none of the other elements and since reduc- 
tion there must be, we are driven reluctantly to the 
conclusion that we must reduce wages and social 
expenditures. 
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To this argument, said the employers, there are 
objections. 

We are told that production has increased and 
that wages have not increased in proportion. It is 
true, but the comparison is not a valid one. This 
increased production has been due to capital as well 
as to labor. Labor cannot expect to receive the 
total of the increase in profits which results. And 
it must be remembered that the worker had bene- 
fitted as a consumer, especially in the case of cer- 
tain articles produced by the system of mass pro- 
duction. The second objection is that we are told 
social reform pays, improvements in social condi- 
tions pay. On this we are obliged to make impor- 
tant reservations: in the case of a rise in wages, the 
gain to us is extremely small. There are no figures, 
but our experience is that the increase in produc- 
tion resulting from an increase 1n wages, other con- 
ditions remaining the same, 1s small or nil. We are 
told that social insurance pays. It may give good 
results on the whole, but there are abuses, and 
these abuses may be so great as to cancel its ad- 
vantages. As regards unemployment insurance, we 
are convinced that, carried to the degree to which 
it has been carried in certain countries, it has been 
a factor making for unemployment. In support of 
this theory the employers’ spokesmen cited a num- 
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ber of economists and drew special attention to 
Rueff’s theory.t When wages become stabilized at 
an artificial minimum and cease to adapt them- 
selves after that level is reached, unemployment 
becomes progressive. This demonstration, the em- 
ployers claimed, shows that the result of unemploy- 
ment insurance is to protect the standard of life of a 
majority of the workers at the expense of their less 
favored comrades who become unemployed. Al- 
though we may think that it is impossible to leave 
the unemployed in a state of destitution, we must 
not come to their assistance in such a way that we 
reverse the operation of economic forces and thus 
aggravate the evil. 

There is, then, said the employers, the argument 
of purchasing power. Economists have shown that 
only about half the total revenue of a country goes 
to the workers as wages. If you wish to increase 
artificially this proportion you can only do it by 
reducing the proportion that goes elsewhere. You 
therefore reduce the purchasing power which is not 
exercised through wages. You can only increase 
purchasing power, therefore, if you decrease the 
cost of production. 

*This theory claims that there is almost perfect correlation be- 
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The workers have said that they would accept a 
reduction in nominal wages if they were sure that 
their purchasing power would not be reduced. That 
is, if such a reduction were accompanied by a pro- 
portionate decrease in the cost of living. The em- 
ployers are obliged to reply, and the workers should 
not be astonished that they cannot give any such 
guaranty. Capital has made its sacrifices and the 
working classes must be prepared on their side to 
make a sacrifice, which it is hoped will be only small 
and temporary. 

There remains the question of a reduction in 
hours of work. In theory it might be possible to 
conceive of a distribution of the number of hours 
required over all the available workers. But prac- 
tical difficulties would be enormous, and since the 
demand is accompanied by a demand for the main- 
tenance of earnings we are up against the same 
question of the cost of production. Temporary re- 
ductions in hours might be possible in special cases, 
but as a general measure such a policy would be 
contrary to the object we seek to achieve. After 
all, the present system has produced results which 
it can take to its credit. In 1831 Great Britain had 
24,000,000 inhabitants, while in 1929 she supported 
45,000,000, and during the interval real wages were 
multiplied by 4. Between 1910 and 1926 the popu- 
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lation of the United States increased by 30,000,000 
and the income per head increased from $554 to 
$659. In France between 1810 and 1930 real wages 
have been multiplied by 3. 

The workers have offered us collaboration, said 
the employers. We welcome it. But collaboration 
in the form they have suggested is not immediately 
realizable. They wish to collaborate in manage- 
ment. In our endeavor to secure understandings 
between industry and industry we are meeting 
with enormous difficulties and progress is small. If 
this effort to organize industry is already so diffi- 
cult, dare we complicate it still more by the entry 
of other parties to the negotiations and might we 
not compromise the results by so doing? We think 
it better to leave our spheres of collaboration in the 
existing fields, and they are numerous. 


It has been possible to present the arguments 
used by the workers and the employers as a coher- 
ent whole. In fact, the foregoing summary follows 
very closely the actual speeches of one or two lead- 
ers on either side—Messrs. Jouhaux and Mertens 
for the workers, and Mr. Lambert Ribot for the 
employers—although additional arguments used 
by other speakers have been incorporated. 

This was possible because the workers and em- 
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ployers act as organized groups in the Conference 
and thrash out the main lines of their policy in 
group meetings. 

The government representatives do not, how- 
ever, form a group in the same sense, and it is not 
possible to find the same unity in their attitude. 
National policies vary with the political party 
which is in power and government representatives 
are the spokesmen of their governments. As might 
be expected, therefore, they had little in the way 
of a common attitude and their contributions to 
the discussion tended to reflect in varying degrees 
national preoccupations, or to deal with interna- 
tional aspects of the problem from a national 
angle. 

Nevertheless, one or two common elements may 
be found in their attitude. In all cases it was evi- 
dent that all the governments were preoccupied 
with the crisis and, above all, with its social as- 
pects. Affirmations of the gravity of the problems 
were numerous and sometimes even dramatic—as 
when Mr. Calderon, the representative of Peru, de- 
clared, ‘“There was a time when we thought that 
the Spanish American World would become an 
Arcady or an Eldorado which would never be tor- 
mented by the bitter social struggles of Europe 
.... but since the war we have met with the same 
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difficulties and the same anxieties as the old con- 
tinent.”’ 

All were appreciative of the studies which the 
International Labour Organization had made on 
the question and favored the continuance of its 
work. Many urged closer liaison between it and the 
International Economic Organization, a recogni- 
tion of the impossibility of separating the social 
from the economic aspect of the problem. Many 
also expressed the opinion that the present crisis 
was not a cyclical one but something different and 
more dangerous. A great deal of support was forth- 
coming for the policy of public works. But, as has 
been said, each government view tended to be in- 
dividual. It 1s impossible to summarize them all, 
but it will be of interest to note briefly some of their 
more important contributions to the discussion. 

Mr. Lawson, the Parliamentary Secretary of the 
British Ministry of Labour, devoted a considerable 
proportion of his speech to an examination of the 
real significance of the British unemployment fig- 
ures, which have sometimes been read as meaning 
that all the persons shown in those figures con- 
stitute a solid and unchanging block of unem- 
ployed. He gave the following results of a recent 
official inquiry to show the erroneous character of 
such a view. Out of 12,000,000 insured workers, 
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35.4 per cent of the men and 48.4 per cent of the 
women have drawn no benefit at any time up to 
the end of 1930. A large proportion of these per- 
sons has been insured for over ten years. An anal- 
ysis of the record of unemployment benefits paid 
during the period October, 1923, to December, 
1930, showed that during that period 30 per cent 
of the males and 40 per cent of the females drew 
benefits at some time in only one year out of the 
seven; $0 per cent of the males and 60 per cent of 
the females drew benefit at some time in not more 
than two calendar years out of the seven; and only 
about I per cent of males and 0.3 per cent females 
drew benefit in each of the seven years. 

The analysis shows that less than 5 per cent of 
the men (i.e., approximately 120,000), had been 
continuously unemployed for twelve months or 
more. Mr. Lawson then replied to the charge so 
frequently made that unemployment benefit is un- 
dermining the morale of the people. He dented 
from his own knowledge that this was so, and sup- 
ported his argument with a number of interesting 
figures which he considered were evidence of the 
inaccuracy of this generalization. There exists in 
Great Britain a system known as “Savings Certifi- 
cates.” There are certificates which can be bought 
at any post-office for 15s. 6d., and which are reim- 
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bursed five years later at 20s. They can be sur- 
rendered at any time in the interval at a propor- 
tionate increase. Their effect is to provide a means 
whereby the small investor can lend to the state, 
and the small cost of a unit (i.e., of one certificate) 
and the fact that its value increases by nearly 30 
per cent in five years (the increase being the equiv- 
alent of interest) makes them attractive to persons 
of moderate means to whom an annual dividend on 
the sums they could invest would appear negligible. 
Mr. Lawson maintained that the amount invested 
in these certificates furnished an indication of the 
degree of thrift among wage earners and drew at- 
tention to the fact that there had been a net in- 
crease of £13,500,000 during the year ending 
March 31, 1931. The post-office and trustee sav- 
ings banks in the same period showed an increase 
in deposits of £14,000,000, and building societies 
an increase of approximately £50,000,000. Inquiry 
had shown that these increases were not concen- 
trated in the less distressed areas but that approxi- 
mately the same percentage increase applied in 
the districts which had suffered most severely as in 
those which had been less depressed. 

Prosecutions for begging had fallen from an 
average of 25,419 for the years Ig10-14 to 4,229 in 
1929. A comparison of the same periods showed 
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that prosecutions for sleeping out had fallen from 
8,594 to 1,933, and for drunkenness from 194,091 
to 58,407. 

He asserted that the increase in unemployment 
figures from II per cent in December, 1929, to 
20.7 per cent on April 28, 1931, was due to the 
general economic depression. It could not be in- 
voked, as it had been by critics of state protection 
for workers, as an argument to prove the decline 
of British industry. On the contrary, British in- 
dustry had proved itself better able to fight the 
general depression, so far as national effort could be 
effective, than industry elsewhere. In the United 
States the volume of production in manufacturing 
industries had declined from the second quarter of 
1929 to the fourth quarter of 1930 by 34 per cent, 
in Germany it had declined by 31 per cent, while 
in Great Britain the decline had only been g per 
cent. 

He concluded by a vigorous defense of unem- 
ployment insurance. 

Individualism and selfishness formed a black social chapter 
in the history of Britain’s first industrial revolution of the 
eighteenth and nineteenth centuries, and Britain long ago 
made up its mind that that chapter should not be repeated. 
Whatever the outcome of this new industrial revolution may 
be, with its mass production, rationalisation and mysterious 
movements at one end of the world deeply affecting the in- 


UNEMPLOYMENT 


nocent workers at the other, both in town and village—what- 
ever may be the outcome of these things, the British workers 
will be protected against the forces making for insecurity..... 
I am here to say that, judged by every canon by which the 
well-being of a nation can be tested, the British experiment of 
insurance is Justified. 


Dr. Brauns, the delegate of the German govern- 
ment, insisted first of all on the dangers inherent 
in a situation in which the world had an abundance 
of commodities while millions of men were in bitter 
need. The man in the street would find this situa- 
tion incomprehensible. The truth was that while 
man had multiplied his technical and economic re- 
sources, he had not developed his organizing capac- 
ity to the same extent. The depression, in his view, 
was not an ordinary business cycle. It was the be- 
ginning of a new age, and new methods and new 
principles must be sought and applied in the eco- 
nomic system, in the state, and in society. 

Like Mr. Lawson, Dr. Brauns was a vigorous de- 
fender of the system of unemployment insurance, 
and he gave some interesting and as yet unpub- 
lished information concerning the work of the Ger- 
man Commission of Experts on Unemployment, 
over whose meetings he had presided. The Com- 
mission had come to the conclusion that, in spite 
of the special risks involved (the frequency and 
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duration of the cases insured against in other types 
of social insurance can be accurately estimated, but 
the extent and duration of unemployment in an 
economic crisis cannot be estimated), it was im- 
possible to think of abandoning unemployment in- 
surance. 

Unemployment insurance guarantees the exist- 
ence of the worker when he is unemployed through 
no fault of his own, and it also does what other 
forms of public relief cannot do—it guarantees his 
status and his self-respect. It goes to the heart of 
the social problem in quite a different way from 
any other form of social insurance. 

Like Mr. Lawson, he drew attention to the real 
significance of the figures of unemployment. In 
Germany, although the figures had reached 5,000,- 
000, two-thirds of those who receive benefit find 
fresh employment before they have exhausted their 
right to benefit. 

In his view one of the factors of the present situ- 
ation was the lack of a proper international distri- 
bution of capital—in other words, there was lack of 
credit in certain countries and an unused surplus in 
others. The world would have to arrive, before it 
was too late, at some solution of the problem of 
international debts and the so-called reparations 
question. 
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An examination of economic problems—prob- 
lems of currency, debts, and credits—shows that 
political difficulties have prevented that interna- 
tional understanding which might have resulted in 
action. Better political understanding is therefore 
a pre-condition of successful economic action. It 
can be reached by honest and competent collabora- 
tion between all nations on a basis of equality, and 
an international organization of financial institu- 
tions can then be undertaken. 

The delegate of the Italian government, Senator 
de Michelis, maintained that the crisis was essen- 
tially the result of profound technical transforma- 
tions in industry, and therefore called for a de- 
tailed and practical plan of international co-opera- 
ton dealing with the conditions of the exchange of 
all those elements of production which are mobile 
—men, raw materials, and capital—and with the 
combination of these mobile elements with the im- 
mobile element—land. These elements were not at 
present by any means combined in order to secure 
a maximum economic return. The economic sys- 
tem was, after all, a mechanism directed by 
the human will. Surely human intelligence could 
devise means of so controlling it as to give it a 
higher degree of efficiency. This program could be 
achieved by closer liaison between the existing in- 
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ternational organizations—the International La- 
bour Organization, the economic organizations of 
the League, and the International Institute of 
Agriculture. Such close liaison was necessary be- 
cause the social and economic aspects of the prob- 
lem could not be treated independently. A new 
body might be created to insure this liaison effec- 
tively, on which the component organizations 
would be represented. 

Mr. Dolezal, government delegate of Poland, 
took an attitude very similar to that of the Italian 
government. The causes of the crisis required fur- 
ther study. When they had been analyzed, a com- 
bined effort by the existing international organiza- 
tions could surely succeed in applying a remedy. 
International guarantees should facilitate the freer 
circulation of capital, which was at present abund- 
ant in some countries and lacking in others. In- 
dustries had, perhaps, been artificially created in 
certain countries, but this was because of the re- 
strictions on the migration of workers. Liberty of 
migration should be re-established, and production 
and markets should be organized on some inter- 
national plan as the result of an international 
understanding. 

The delegate of the Austrian government, Mr. 
Wlcek, insisted on the severity of the unemploy- 
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ment in his country and its special financial diffi- 
culties, which would not allow Austria to continue 
her system of unemployment insurance and public 
works without external assistance. 

Mr. Bramsnaes, the government delegate of 
Denmark, argued strongly against the policy of a 
reduction in wages. In his view, the employers 
thought of wages only as an element in the cost of 
production. When wages had been low they had 
played, perhaps, a relatively small part in con- 
sumption, but nowadays they were a factor of 
great importance. For the same reason unemploy- 
ment insurance could be defended from the eco- 
nomic point of view as distinct from its social de- 
sirability. It helped to maintain consumption dur- 
ing the depression and to this extent diminished 
the severity of the crisis. Unemployment insurance 
meant that capital was accumulated during pros- 
perity and then used to strengthen purchasing 
power just when the weakening of that power was 
causing unemployment. 

Another feature of the crisis was the lack of capi- 
tal in certain states and an excess in others. He 
suggested that capital might be rendered more 
mobile by the institution of a system of inter- 
national guarantees. 

Sir Atul Chatterjee, the government delegate of 
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India, said that unemployment was rife in India. 
He thought the economic difficulties of India could 
not be attributed, except in a very partial measure, 
either to the fall in the price of silver or to political 
unrest. In his view, the cause was to be sought 1n 
the complete collapse of agricultural prices through- 
out the world. This collapse had caused not only 
agricultural distress but very serious contraction 
in the markets, both external and internal, for 
India’s industrial produce. He also drew attention 
to the great industrial developments that had 
taken place in Asiatic countries during the recent 
years. They had been checked by the present crisis 
but they might be expected to continue, and 
greater consideration must be given to Asia in any 
future international action. 

The government delegate of China, Mr. Tchou, 
strongly supported this last view. He added that 
China took the unemployment situation in the 
rest of the world as a warning. China was at the 
threshold of her economic development and wished 
to benefit by the experience of other countries 
so as to be able to avoid some of the awful con- 
sequences of industrialization. Something was 
wrong with the economic system when there were 
20,000,000 unemployed. Attempts were being 
made to find remedies, but he would like an at- 
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tempt to be made also to evolve a preventive 
program. 

Mr. de Barros Pimentel, the government dele- 
gate of Brazil, explained that it was his country’s 
desire to welcome immigrants. Present restrictions 
are only temporary. Labor questions were the pre- 
dominant preoccupation of the government, which 
was especially concerned with the provision of as- 
sistance for the unemployed. 

The government delegate of Chili, Mr. Oldini, 
described the situation as one in which events had 
thrown doubt on the validity of earlier theories. 
What yesterday had been accepted as obvious com- 
mon sense, today was a matter of uncertainty and 
controversy. The mechanization of the means of 
production had not been accompanied by the nec- 
essary economic and social adjustments. Excessive 
tariffs, preventing the free circulation of goods, had 
contributed to the crisis. His government had tak- 
en the lead in proposing a customs union of the 
countries of South America. 

The delegate of the Dutch government, Mon- 
signor Nolens, insisted that the only hope of a solu- 
tion lay in an intensification of international col- 
laboration, not only between governments but be- 
tween workers an] employers. He believed that the 
principles set forth in the recent encyclical, Quad- 
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ragesimo anno, might be studied with profit, in 
particular the following passage: “It is desirable 
that the different nations, so closely bound together 
and so interdependent economically, should com- 
bine their studies and their efforts so as to hasten 
the achievement of a beneficial international eco- 
nomic collaboration through the medium of under- 
standings and institutions wisely conceived.” 

Mr. Mahaim, the delegate of the Belgian govern- 
ment, defended economic science against the 
charge of bankruptcy. Hardly an opinion had been 
expressed to which the name of an authority on 
economics could not be attached. There was, per- 
haps, disagreement among economists, but even 
the old theories contained elements of truth that 
could not be contested. The pure doctrine of laissez 
faire had gone and we could no longer think in the 
abstract terms of Ricardo. Social realities had be- 
come all-important and theories must be adapted 
accordingly. The idea of a controlled or directed 
economic organization of the world had been put 
forward w'th enthusiasm in some quarters and re- 
ceived with repulsion in others. But it was nothing 
new. It was as old as the mercantile theory. It was 
applied by tariffs and by the policy of the Federal 
Reserve Board. Interference there must be, but 
there was dispute as to its form and nature. The 
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exact enumeration of the causes of the crisis was 
not of great importance, but it must be admitted 
that there was a great part of human responsibility. 
An exaggerated sense of national self-sufficiency 
had been a barrier to international co-operation. 
There had been overrationalization because em- 
ployers had thought only of production and had 
neglected the problem of consumption. It was only 
a half-truth to say, as Bastiat has said, that we 
must build our economic organization on the con- 
sumer. It was a still more dangerous half-truth to 
base our economic structure on production. What 
was required in a society like the present, which 
was based on trade, was that prices should be such 
that there would be a steady demand for and a 
continuously expanding production. The phenome- 
na are dynamic and not static. 

Unemployment insurance may perhaps prevent 
the free movement of wages. There may be abuses 
to be remedied. But social protection has never 
brought about industrial ruin. Unemployment in- 
surance is a social necessity. We may try to ar- 
range that it shall be as little dangerous as possible 
but there can be no question of abandoning it. 

Wages could not be discussed apart from prices. 
Real wages alone mattered, because it was no use 
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fixing nominal wages if the diminution in wholesale 
prices due to technical improvements and increased 
efficiency was not reflected in retail prices. Cartels 
and monopolies should be supervised, and if the 
old theory of free trade could no longer be defended 
in its absolute form governments had a responsi- 
bility for the social effects of tariffs. 

It had been said that collaboration, to be effec- 
tive, required sacrifices. That was true, but the es- 
sential sacrifices and those which were the most 
difficult to secure were those of deeply imbedded 
prejudices and preconceived ideas. 

I will not attempt to summarize the views of 
other speakers. I have, I think, given you suffi- 
cient material to enable you to get a general view 
of the character of the discussion, though much of 
the detail is missing. It is striking 1n its diversity, 
and yet that very diversity helps to emphasize 
the importance of such elements of unity as it 
possesses. 

If we remember the mixture of men, the varieties 
of temperament and of training, the variety of na- 
tional backgrounds of history and situation, the 
conflict of interests, the clash of doctrine, the re- 
action of national political exigencies, and the com- 
plexity of the question discussed, it is indeed re- 


{ 193 } 


UNEMPLOYMENT 


markable that any generally accepted principles 
should emerge. And yet there are some which find 
support in every quarter. 

1. There is general agreement that the social and 
economic aspects of the problem are one, in the 
sense that they cannot be disentangled. 

2. It is admitted that where economic and social 
interests conflict the social interest cannot be sacri- 
ficed. 

3. There is a unanimous admission that the 
problem is international; that no country can hope 
to solve it satisfactorily for itself. 

4. That it must be solved by some form of col- 
laboration. 

§. Collaboration between governments is not 
enough; other elements of organized society must 
play their part, and in particular workers and em- 
ployers. 

6. While international mechanisms exist they 
must work in close liaison and possibly be adapted 
for the successful fulfillment of their task. 

7. Collaboration through the medium of these 
mechanisms must tend to interfere with, or in- 
fluence, or direct, or contro! the running of the 
world’s economic machinery. 

It would have been impossible to imagine agree- 
ment on lines like these ten years ago. It would 


{194} 


INTERNATIONAL CO-OPERATION 


have read like a novel by H. G. Wells or a preface 
by Bernard Shaw. That it is possible today is an 
indication that the spirit of man has accepted the 
greatest challenge of his age, and that human in- 
telligence is prepared to organize for battle against 
an anarchy that 1s a denial of its existence. 


195 ] 


II. EXISTING INTERNATIONAL 
MACHINERY 


We have seen the general conclusion of the In- 
ternational Labour Conference that action through 
some form of international machinery was neces- 
sary to attempt to deal with the present crisis and 
to prevent its recurrence. 

This leads us to consider the international ma- 
chinery which is already in existence, to examine 
the principles on which it is based, and the promise 
which it may hold. 

I said in my last lecture that unemployment had 
been described as ‘‘the cancer of the body econom- 
ic.”” A few years ago an international congress on 
the study of cancer discussed certain surgical opera- 
tions of great interest and importance. But those 
operations cannot be carried out until the surgical 
instrument makers have invented instruments 
which are not yet available. Though the study of 
mechanisms is unattractive, it is nevertheless un- 
avoidable, if we hope to secure the practical appli- 
cation of the policies which appear appropriate. 

Let us examine briefly, therefore, the existing 
international machinery. And, since the social 
aspect of unemployment predominates, let us begin 
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by a brief description of the International Labour 
Organization. The constitution of that organiza- 
tion is to be found in the peace treaties which ended 
the great war. It is, perhaps, a little surprising that 
that should be so, and that, at a moment when the 
political map of the world was being redrawn, 
statesmen should have found time to endow the 
world with a new and very original institution. It 
was the more astonishing in so far as no one in Ig19 
foresaw the economic chaos that would character- 
ize the post-war period and the special social prob- 
lems it would produce. Men rather thought, we 
know now how wrongly, that after the peace had 
been signed things would go back to something like 
normal. And, in those restored normal conditions, 
it was felt that international machinery would be 
required for securing improved conditions of labor. 
It was realized that the great sacrifices of the war 
had been sacrifices made by the working class, the 
supreme sacrifice by millions of workers in the 
trenches, the sacrifice of the women who had re- 
placed them in the factories, the sacrifice of con- 
ditions and safeguards won by long years of in- 
dustrial struggle which had to be surrendered in 
order to permit this dilution of labor— safeguards 
and conditions which it became evident could not 
be restored, since industry had had to alter its 
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organization and equipment to meet the changed 
conditions. It was felt that something should be 
done to recognize those sacrifices, that life for the 
working classes should hold, at all events, more 
promise of improvement. And, since the war had 
been an overwhelming demonstration of the eco- 
nomic unity of the world, it was realized more clear- 
ly than before that the possibilities of progress de- 
pended on international action. 

“The failure of any nation to adopt humane con- 
tions of labour is an obstacle in the way of other 
nations which desire to improve the conditions in 
their own countries.” That is a quotation from the 
Preamble of the Constitution of the International 
Labour Organization, and it indicates the main 
reason for its institution. But its authors seem to 
have possessed an almost uncanny foresight, for 
they advanced another reason which at the time 
seemed to be but a vague affirmation of an un- 
demonstrated principle. They asserted that ‘“uni- 
versal peace could only be established if it was 
based upon social justice.” If we look back at the 
past ten years we may say that the League of 
Nations has been successful in preserving peace. 
But it has had relatively but little success in the 
economic field. The political dangers to peace have 
been successfully dealt with as they arose. But no 
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one can look at the world-situation today and say 
that that is enough. The social reactions of eco- 
nomic anarchy may change the political situation 
overnight and merely political intervention be of 
no avail. The body of civilization 1s one body, and 
it cannot be politically healthy if it is economically 
sick. 

The International Labour Organization was pro- 
vided with a very complete constitutional struc- 
ture. It 1s a purely official body in the sense that 
its members are states. Its membership comprises 
all the states in the world with only three notable 
exceptions: the United States of America, Russia, 
and Mexico. These members send delegations to 
an annual conference—in other words, one of the 
obligations of membership is to meet annually. 
This obligation, simple though it may seem, is of 
fundamental significance and importance and 
justifies a little emphasis. It is not easy to define a 
state, but if the object of definition is to distinguish 
a state from any other community or society of 
men, it might be said that states are those com- 
munities which never meet if they can help it. It 
may seem curious that this should be so, but that 
it is so cannot be questioned. 

It is after all not difficult to understand. States 
are very big things. Even small states are bigger 
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than the biggest industrial corporations, bigger 
at all events in the extent of their authority and 
their control of the citizens who compose them. 
The reaction between things varies with their size 
or importance. 

I will give you a simple illustration: If walking, 
say in the streets of London, I should, in a moment 
of exhilaration, knock off a small boy’s cap, nothing 
serious would result. If, however, I should deliber- 
ately knock off the hat of a respectable citizen, he 
would certainly protest and might call a policeman. 
If, pursuing my experiment, I should knock off the 
policeman’s helmet, I should certainly be arrested. 
If, in the court to which I was brought, I should 
knock off the judge’s wig, I should be committed to 
prison for contempt. If, going right up to the top 
of the scale, I should knock off the King’s crown, 
I should be guilty of treason, and I should be liable 
to be hanged, drawn, and quartered. And, to carry 
this illustration to its limit, if two kings were to 
knock off one another’s crown, the result would 
probably be a war which would cost millions of 
lives. 

Thus the result of the same action may be very 
different according to the importance of the actors. 
The simple act of meeting becomes a proceeding 
only to be undertaken with many precautions, 
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when it is a meeting between things so important 
as states. 

Thus the acceptance of the obligation to meet 
periodically represents an immense step forward. 

The composition of the representation of states 
in the International Labour Conference is, how- 
ever, something which also deserves special men- 
tion. The delegation sent by each member does not 
consist of government representatives only. It 
consists of four delegates, of whom two represent 
the government and act on government instruc- 
tions, while the other two must be appointed by 
the government in agreement with the most repre- 
sentative organizations of employees and workers 
in the country concerned and do not carry or act on 
government instructions. Each delegate has a vote 
and is entitled to cast his vote individually. Thus, 
the representatives of the organized interests con- 
cerned attend the Conference on the same footing 
as the government representatives, and with the 
same powers. It might be thought that this would 
weaken the authority of the Conference, that its 
authority would be greater if it were composed of 
government representatives alone. The contrary 
is, however, the case. The function of government 
in the body politic has been changing. Govern- 
ments no longer govern in the old sense of giving 
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orders—at all events not in all spheres of their 
activity. Government has become a technique of 
consultation, persuasion, education, influence, 
conciliation—or, if it can be expressed in one word, 
of leadership. And in no sphere is this more true 
than in the sphere of social legislation, where that 
legislation will probably be inoperative or ineffec- 
tive unless there has been prior consultation with 
employers and workers and a measure of agree- 
ment. In a similar way, the chances that national 
action will be taken on the decision of the Inter- 
national Labour Conference are increased by the 
participation of employers and workers in its 
deliberations. 

The provision for their presence, however, led to 
another important innovation in the constitution 
of the organization. The Conference is a diplo- 
matic conference, since it is a conference between 
states, and such conferences in the past had always 
adopted the rule of unanimity. A sovereign state 
by definition could not have questions affecting it 
decided against its will and so it had a veto. It was 
felt impossible, however, to adopt this rule in the 
International Labour Conference, since it would 
have meant that a single employer, for instance, 
could have prevented any action by the Conference. 
It was therefore provided that a majority of two- 
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thirds should be required for the adoption of any 
formal decision. 

The formal decisions of the Conference take the 
form of draft conventions or recommendations. A 
draft convention is to all intents and purposes a 
signed treaty, which is then open to ratification by 
member-states. If they ratify they are bound to 
observe its terms, but there is no obligation on 
them to ratify. The decision to ratify or not is 
taken by each state in complete freedom. Recom- 
mendations are suggestions for action which are 
not subject to ratification and which, accordingly, 
do not become binding international obligations. 

Although states are entirely free to decide to 
ratify or not, the constitution, however, does pro- 
vide that they shall take a decision, and that that 
decision shall be publicly taken in their parlia- 
ments within a maximum period of eighteen 
months from the close of any particular Confer- 
ence. Thus, the decisions of the Conference cannot 
be pigeonholed or ignored. The Conference and 
the national parliaments have thus a constitutional 
relationship.” 

In addition to the Conference the Organization 


t For a fuller discussion of the novelties in the constitution of the 
International Labour Organization see various articles in Problems of 
Peace, published by the Oxford University Press. 


{ 203 } 


UNEMPLOYMENT 


possesses another representative organ, the Govern- 
ing Body. The Governing Body consists of twenty- 
four members, twelve of whom represent govern- 
ments, six employers, and six workers. Four of the 
governments’ and the six workers’ and six em- 
ployers’ representatives are elected by their re- 
spective groups at the Conference. Eight govern- 
ment seats are held permanently by the eight 
states of chief industrial importance. The Govern- 
ing Body acts as a kind of executive committee in 
the interval between the meetings of the Confer- 
ence. In particular it is charged with the super- 
vision of the work of the International Labour 
Office. 

The International Labour Office is the perma- 
nent secretariat of the Organization, and has two 
tasks. On the one hand, it prepares the work of 
the Conference, convenes it, supplies it with a 
secretarial staff, and sees to the execution of its 
decisions. It performs the same functions for the 
Governing Body. But it is also charged by the 
constitution with a task of research, with ‘“‘the 
collection and distribution of information on all 
subjects relating to the international adjustment 
of conditions of industrial life and labour.” In this 
work the Office is assisted by a number of expert 
committees. The Office has at its head a director, 
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and its staff consists of nearly five hundred persons 
of over thirty different nationalities. 

The Organization works in this way. The 
Governing Body fixes the agenda of the Conference 
after receiving reports from the Office on the dif- 
ferent subjects which have been proposed for in- 
clusion. These reports allow it to appreciate what 
degree of uniformity exists in legislation and prac- 
tice in the different countries. When a question 
has been placed on the agenda, the Conference is 
supplied with a full study of law and practice, and 
at a first session proceeds to an exchange of views 
and to a determination of the lines on which the 
Office is to consult the governments. After the 
session the Office consults the governments by 
means of a questionnaire and on the basis of the 
replies received draws up a preliminary draft con- 
vention or recommendation. This text is treated 
by the Conference like the text of a parliamentary 
bill. It uses it as a basis of discussion, discusses it 
article by article, and amends, deletes, or adds to 
its content. A drafting committee revises the text 
from the point of view of form and of insuring 
concordance between the French and English 
texts and then, if a two-thirds majority can be 
obtained, national parliaments must take the 
result into consideration and decide whether they 
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will ratify it, if it is a convention, and what action 
they will take on it if it is a recommendation. 

If a convention is ratified, provisions exist for 
seeing that it is effectively applied. A member 
which has ratified a convention has to make an 
annual report on the measures it has taken to give 
effect to it, and these reports are submitted to 
scrutiny, first by a committee of experts and sub- 
sequently by the Conference itself. Provisions also 
exist whereby a member which has ratified a con- 
vention can make a formal complaint regarding 
the non-observance of it by another member which 
has also ratified. 

The competence of the Organization extends to 
all labor questions. It can deal with questions re- 
lating to all categories of workers: industrial, 
agricultural, intellectual, maritime, commercial, 
native, etc. But it has been decided that it cannot 
deal with production as such, although it can 
deal with it accessorily when it arises in connection 
with a labor question. Thus, the line between what 
is economic and what is labor is interpreted reason- 
ably. But, broadly speaking, purely economic 
questions are regarded as being outside its sphere 
of action, though many of its studies must neces- 
sarily concern economic phenomena. 

I will not attempt to describe the League of 
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Nations in the same detail. Its general outline is 
well known and you are no doubt familiar with 
its organs: the Assembly, the Council, and the 
Secretariat. Its constitution, which is less detailed 
than that of the International Labour Organiza- 
tion, consists mainly of provisions defining its 
powers and duties in the settlement of international 
disputes. It is also, however, given a general man- 
date to promote international co-operation, and 
its competence in this field is unrestricted except 
as regards labor. The International Labour Or- 
ganization is autonomous, it is not a creation of the 
League, and its competence 1n its own field cannot 
be diminished or encroached on by the League. 

In pursuit of its mandate to promote inter- 
national co-operation, the League has set up a 
number of subsidiary organizations for work in 
different fields, and in order to complete our picture 
of the existing international machinery which 1s 
available for the solution of the problem before us, 
it will be as well to enumerate those to which one or 
the other of its aspects have been or might be 
referred. 

These organizations have been built up in a 
form something resembling that of the Internation- 
al Labour Organization, which provided a con- 
venient model. That 1s to say, they generally 
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consist of a conference, some form of executive 
committee, and a permanent secretariat. They 
differ from the International Labour Organization 
in that they are creations of the League itself, and 
therefore in theory subordinate to it, though this 
subordination is translated in practice rather as a 
matter of co-ordination than as a limitation of their 
effective independence. Second, they are not 
geared up with national machinery by any definite 
treaty provision, and they have not any special 
procedure laid down for the formulation of the 
international agreements at which they may think 
it desirable to arrive. If they recommend a treaty 
dealing with certain joint international action, 
that treaty is concluded by the usual diplomatic 
methods. 

The first and most important, from the point of 
view of the problem with which we are dealing, of 
these technical organizations, as they are called, 
is the Economic and Financial Organization. IJts 
work 1s divided broadly, as its name indicates, into 
economic and financial groups, and it has called 
into being a number of committees or subcom- 
mittees (many of which are composed of experts), 
which are at present working on various problems. 
The most important of these in the economic field 
are those dealing with customs nomenclature, coal, 
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the treatment of foreigners, and economic statis- 
tics. On the financial side, committees are working 
on the gold question and on the question of agri- 
cultural credit. 

I should add that side by side with the Economic 
Committee proper, the committee which initiates 
and co-ordinates technical committees of the kind 
I have just mentioned, there is an Economic Ad- 
visory Committee which allows of a freer and wider 
consultation of experts on general economic 
questions. 

I will not attempt to describe the Transit Or- 
ganization, which has something like twenty com- 
mittees or subcommittees at work on various 
technical questions. Many of these questions have 
of course, economic implications, and in the long 
run their work will be of the greatest importance. 
But they lie rather outside of the world’s im- 
mediate economic problem. I mention them only 
as an indication of the rapidly spreading area of 
international consultation and of the elasticity of 
the League’s technical machinery. 

I should add that a committee has been at work 
on the economic aspects of disarmament, and that 
more will probably be heard of that subject at the 
disarmament conference itself. And in any descrip- 
tion, even so cursory as that which I am giving of 
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League machinery, the Mandates Commission, 
which has a certain responsibility as regards the 
economic developments in mandated territories, 
cannot be omitted. 

It is necessary also to mention the “European 
Union,” hailed as the beginning of the “United 
States of Europe,” but at the moment consisting of 
a committee of European foreign ministers which 
has set up a number of committees working in close 
liaison with the League to examine the immediate 
solutions which could be applied as European 
measures. 

And, finally, there is the International Institute 
of Agriculture, at Rome, which concentrates on the 
problems of agriculture, and the Bank of Inter- 
national Settlements. 

This by no means exhausts the list of inter- 
national mechanisms, but it does include the most 
important and those which are most obviously 
available for any concerted international action 
in the economic and social field. 

Before I deal with the action they have already 
taken as regards unemployment, I would like to 
draw attention to their essential significance. 

In one sense, the world remained stationary for 
nearly two thousand years. Before the invention 
of steam power and modern engineering each 
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country was, of necessity, economically self-sup- 
porting—it could not be otherwise. Modern in- 
ventions have made the world a single economic 
unit, and every man is the focus of economic activi- 
ties in the far corners of the earth, however local 
and limited may be his own personal activity. The 
wool in the coat I am wearing came from Australia, 
the dyes from Germany, the buttons from Czecho- 
slovakia, the thread (made from cotton grown in 
the Sudan or in the southern states of this country) 
from Lancashire. The machines that wove the 
cloth or spun the thread have a similar history: 
their origin was, no doubt, ore from Sweden, loaded 
in a Norwegian port and carried, perhaps, by a 
ship built in Holland. And it would be possible to 
go on and to connect this garment with every 
country in the world. But, while this economic 
unity has been steadily intensifying, a precisely 
opposite tendency has been in operation politically. 
Instead of political units becoming fewer in num- 
ber, they have become more numerous. All the 
great empires disappeared in the war. The British 
Empire was no exception. It has separated out into 
six completely independent units. This double 
change is of profound significance. Previous to the 
age of modern invention, political power coincided 
with economic self-sufficiency. Now they do not 
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coincide at all. There are no longer any sovereign 
states because no state is today master of its own 
economic destiny. In such circumstances there are 
only two alternatives: one, an abdication by man 
of his claim to some control over the development 
of the society to which he belongs; or two, a de- 
cision that he shall use his intelligence to fashion 
new instruments which will render his will effective. 
I do not say and I do not mean that he should or 
has decided to set up an international sovereignty 
which will replace the obsolete national sovereign- 
ties. I said earlier that the function of government 
had changed and that governments now do not 
govern in the old sense. They work by collabora- 
tion, by persuasion, by education, and by leader- 
ship. The international “government” which man 
is setting up is government in that sense. Society 
is finding, by experiment, the institutions which 
it needs. Society without institutions is not so- 
ciety; 1t is anarchy. Institutions are its life. And 
the first significance of the institutions I have 
described or enumerated is that they prove that 
society has still in it the elements of growth and 
adaptation. 

Thus, there is no inherent contradiction between 
the multiplication of the political units and the 
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concentration of the economic unit. A structure 
is being evolved in which their coexistence may be 
reconciled, and even be found to have manifest 
advantages. 

Now, how can we describe the essential problem 
with which these new institutions have to deal? It 
can be put very simply. It is to secure the maxi- 
mum co-operation of power and knowledge.: 
Civilization has become an infinitely complex thing, 
above all, in its economic aspects. But the problem 
it presents is the work of man. Science has not 
been co-ordinated. It has gone too fast in some 
fields and too slowly in others. It is curious to re- 
flect that man controls certain processes of nature 
with far more certainty and far more success than 
he controls certain processes of human organiza- 
tion. For example, he can control more exactly the 
mysterious processes which determine the appear- 
ance of the coffee bean on the plant, and its kind 
and quality, than he can control the processes by 
which the same coffee beans arrive from Brazil to 
my breakfast table. And yet it is the latter opera- 
tion which today is all important. Man has or- 
ganized institutions for the exercise of his political 
power. But the complexity of the economic prob- 


* See Zimmern, Learning and Leadership. 
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lem baffles him. His political power must be 
harnessed with his scientific knowledge. In practi- 
cal terms, a technique of the relations between 
those who hold power and those who possess know]- 
edge must be worked out. This 1s exactly what the 
new institutions which I have been describing are 
specially designed to do. All the varying forms 
of expert committees, mixed committees, Joint 
committees, are in reality an attempt to link 
knowledge and power. They are experiments in 
the technique of the choice and the consultation 
of experts, of the fusion of expert opinion with 
political possibility, and of the translation of 
politico-expert agreement into action. 

They produce, too, an interaction which is in 
itself a corrective to some of the causes of our 
present difficulties. The scientists have felt, hither- 
to, that eternity lay before them, and eternity was 
none too long for the search for truth. Harnessed 
more closely to society they will feel the pressure 
of its needs, they will become involved in responsi- 
bility for action. Thus they will be driven to con- 
centrate on those fields where the progress of 
knowledge is urgent. There will be an external 
urge to arrive at agreement. And on the side of 
power there will be the possibility of taking de- 
cisions with greater certainty in the light of the 
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best co-ordinated scientific advice, and of educating 
the opinion on which power is based toward juster 
and saner solutions. 

These new institutions, experimental as they are, 
have in them the germs of these possibilities. For 
that reason they embody the hope of a greater, a 
more prosperous, and a more happy civilization 
than any we have yet known. 
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III. INTERNATIONAL ACTION AND ITS 
PROSPECTS 


In my last lecture I attempted to describe the 
existing international machinery. I now wish to 
discuss what it has so far accomplished, first in a 
general way and then more particularly as regards 
the problem of unemployment. 

It has two general achievements to its credit. 
The first is simple but it is fundamental. It has 
survived. It is something that these new organ- 
isms should have weathered the economic and the 
political storms that have overwhelmed so many 
older and, one would have thought, more firmly 
established institutions. The last eleven years have 
been a period of unexampled difficulty; there has 
been economic upheaval, financial chaos, social 
conflict, revolution by violence, the substitution of 
dictatorships for systems of democratic govern- 
ment, threats of war, and war itself—every form 
of disturbance dangerous to society. In such cir- 
cumstances it is something that the ark should 
have survived the flood. 

But these new institutions have done more than 
merely survive. They have grown in efficiency of 
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organization, in flexibility of method, and, above 
all, in authority and in influence. 

And they have even to their credit a number of 
positive achievements of a specific character. A 
long and interesting story could be told of the 
political achievements of the League, and of its 
work in the spheres of health, drugs, transit, and 
so on. And, similarly, the International Labour 
Organization could show a remarkable record of 
success in securing positive international action 
for the protection of women and children, for the 
provision of workmen’s compensation, for the 
development of factory inspection, for the preven- 
tion of industrial accidents and diseases, for the 
abolition of forced labor, and so on. Conventions 
on these and other subjects have received no less 
than 424 ratifications. 

I am going to deal, however, only with action 
relating to unemployment. But if the results in 
that sphere may seem meager I would ask you to 
remember two things: first, the extreme complex- 
ity of the problem, which I attempted to indicate 
in my first lecture, and, second, that the efficiency 
of the international machinery and the hopes we 
may place in it cannot be measured by its success 
in this field alone up to the present moment. 

The question of unemployment was specifically 
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mentioned in the Preamble to the Constitution of 
the International Labour Organization, and it 
figured on the agenda of the first session of the 
International Labour Conference which met in 
Washington in 1919. That Conference adopted a 
draft convention providing for the establishment 
of free public employment offices, and for the 
supply to the International Labour Office of peri- 
odical information on the degree of unemployment 
and the measures taken or envisaged in connection 
with it. The Convention also provided for the co- 
ordination of the national systems of employment 
offices through the International Labour Office and 
for bilateral agreements regarding the reciprocal 
transference of insurance rights. 

That Conference also adopted a recommenda- 
tion urging the abolition of fee-charging employ- 
ment agencies, certain safeguards to be observed 
when workers were recruited in one country for 
work in another, the establishment of effective 
systems of unemployment insurance, and the 
adoption by the different governments of a policy 
of execution of public works with a view to reserv- 
ing such work for periods of unemployment. 

The Conference also suggested the creation of 
certain machinery in the International Labour 
Office and in particular the setting up of an Un- 
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employment Committee, and made similar sug- 
gestions as regards the questions of emigration. 

These were important steps and they have borne 
fruit, both in the field of national action and in the 
steady work of the International Labour Office, 
ever since the date of the Washington Conference. 

But the Washington Conference was also re- 
markable for the fact that, in the discussion which 
resulted in the adoption of these decisions, the 
problem of unemployment was put into its general 
economic setting. The idea of some form of “‘con- 
trol’ was ventilated and suggestions were made 
concerning an international rationing of raw 
materials. 

In the Conferences of 1920 and 1921, the de- 
cisions taken as regards industry were extended 
with certain modifications to seamen and agri- 
cultural workers. I cannot give the details of these 
decisions here, but two conventions dealing with 
the unemployment of seamen have secured respect- 
tively seventeen and nineteen ratifications; and 
fourteen states have taken action on the recom- 
mendation concerning unemployment in agricul- 
ture, which deals among other factors with the 
whole question of agrarian policy in relation to 
unemployment. 

The 1921 Conference passed a resolution asking 
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for a special inquiry into the national and inter- 
national aspects of the unemployment crisis which 
the world was then experiencing, and calling for 
collaboration between the International Labour 
Office and the Economic and Financial Section of 
the League of Nations for the solution of the eco- 
nomic and financial problems which the inquiry 
might reveal. 

Almost contemporaneously the International 
Labour Office asked for and obtained representa- 
tion at the Economic Conference called by the 
Supreme Economic Council of the Allies at Genoa 
in January, 1922, and that Conference decided to 
call the attention of all states to the importance of 
the conventions and recommendations already 
adopted by the International Labour Conference. 

In 1922 the International Labour Conference 
adopted a further series of resolutions, demanding 
a study of the problem of the crises in unemploy- 
ment and of the effect of the monetary, financial, 
and commercial policies pursued by the different 
countries. At this same Conference a proposal was 
made that an international conference “which 
should comprise qualified representatives of all 
the important organized economic factors: com- 
merce, industry, agriculture, labor, and consump- 
tion” should be called. The proposal was not 
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adopted because it was considered that it went 
beyond the competence of the International Labour 
Conference, but I draw special attention to its 
wording for a reason which I shall explain in a 
moment. 

In 1924 the Conference called on the Office to 
submit to the Joint Committee on Economic 
Crises of the League of Nations and the Inter- 
national Labour Office (a committee which had 
been set up in response to the previous resolutions I 
have mentioned) the investigation of the factors 
which may interfere with the regular and coinci- 
dent expansion of consuming power and produc- 
tion, such as the operation of credit, the general 
instability of prices, and the dislocation of the 
exchanges. This led to a study of the methods of 
establishing economic barometers which is still 
going on. 

In 1925 and 1926 this committee published its 
conclusions. They were, briefly: (1) That peri- 
odical fluctuations in economic activity might be 
eliminated to a considerable extent if the tenden- 
cies of employment and prices were taken into 
consideration in arriving at decisions with regard 
to the affording of credit facilities to industry and 
trade; (2) that currency should be stabilized on the 
basis of an effective gold or gold-exchange standard 
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and that there should be international co-operation 
between the central banks of issue; (3) that im- 
portant factors which had contributed to the 
economic difficulties of the moment were: (a) the 
excessive and artificial development of certain 
industries in certain countries, (4) excessive cus- 
toms protection and abuse of “bargaining”’ tariffs 
(c) the unstable or exaggerated character of fiscal 
systems. 

In the meantime an immense amount of work 
had been successfully accomplished in other fields. 
The Brussels Conference of Financial Experts had 
laid down the principles on which the stability of 
the exchanges could be re-established. The League 
had succeeded in the formidable task of the finan- 
cial reconstruction of Austria, and stabilization 
thus successfully begun had spread like a happy 
contagion to Hungary and other countries. The 
Dawes Plan applied with success the same prin- 
ciples to the immensely more difficult German 
situation. The financial difficulty, or rather the 
difficulty of stabilizing the exchanges, had been 
successfully overcome. 

Was there to be found enough courage and 
Initiative to tackle the more delicate and still 
more difficult problem of the economic situation? 

The questions which would be involved were 
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questions which hitherto had been regarded, and 
intensely regarded, as purely domestic questions. 
The bugbear of sovereignty hovered in the back- 
ground. Statesmen were afraid of national public 
opinion, Would public opinion accept that the 
vague obligation “to promote international co- 
operation” went as far as discussing with other 
countries the sacred questions of tariffs and eco- 
nomic policy? 

It was here that the steady pressure of social 
opinion operating through the mechanism of the 
International Labour Conference, and by the 
medium of the repeated resolutions which I have 
quoted, turned the scale. 

And it was significant that the Council, in giving 
effect to a decision of the Assembly, adopted after 
much hesitation and doubt, to call a World Eco- 
nomic Conference, decided to begin by setting up a 
preparatory committee to be composed “‘in part 
from persons of experience in industry, commerce, 
and agriculture, in part from persons of scientific 
qualifications as economists, in part from persons 
who can express the workers’ and consumers’ 
point of view.” 

That was in December, 1925, but it repeats 
almost word for word the proposal made at the 
International Labour Conference in 1922. 
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It is difficult to resist the conclusion that, if 
there had been no International Labour Organiza- 
tion, there would have been no World Economic 
Conference, or at all events that it would have 
come at a much later date. 

It would take a whole lecture to discuss even 
in a general way the work of the World Economic 
Conference. It covered every phase of economic, 
commercial, industrial, and agricultural activity. 
Its recommendations were necessarily very general 
in character and they have been criticized on that 
ground. But they were noteworthy for two reasons 
—first, that they again stressed the social aspects 
of the problem, and, second, that they implied a 
definite recognition that questions of economic and 
commercial policy were matters of general concern, 
matters which should be discussed among nations, 
and not matters of entirely domestic concern on 
which decisions should or could be taken on 
domestic grounds alone. 

The study of practical methods of giving effect 
to the decisions of the World Economic Conference 
was continued by the Economic Committee and 
the Economic Consultative Committee of the 
League of Nations, and that work went on in spite 
of the fact that the boom in 1928 distracted atten- 
tion from their importance. 
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In 1929 the International Labour Conference 
again met, faced with an unemployment crisis, and 
again gave lengthy consideration to the problem. 
It urged that the study of the monetary aspects of 
the problem should be accelerated and asked that 
special measures should be taken to study the 
situation in the coal and textile industries, which 
were suffering with special severity, and in par- 
ticular that measures should be examined for the 
reduction of hours in the coal industry. Studies on 
these and other questions were actively pushed for- 
ward during 1929 and 1930. 

The Assembly of 1929 specifically asked the 
International Labour Organization to attempt to 
secure as a matter of urgency the reduction and 
stabilization of hours of work in the coal industry 
in Europe, and this question was immediately put 
on the agenda of the International Labour Con- 
ference. Simultaneously efforts were made to 
negotiate a tariff truce. The terms of a tariff truce 
were drawn up after long and difficult negotiations, 
but it has not yet proved possible to put it into 
effect. 

The Assembly of the League of Nations of 
September 1930, expressed itself as “deeply im- 
pressed by the gravity of the situation,” and in a 
series of resolutions dealing with various phases 
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of the problem asked for more intensive collabora- 
tion between the International Labour Office and 
the International Institute of Agriculture. The 
obstacle to this more intensive collaboration lay in 
the fact that these different bodies had been, per- 
haps, too respectful of each other’s competence. 

In October, 1930, the Governing Body decided 
to increase the size of its Unemployment Com- 
mittee, to call for a number of technical studies by 
outside experts of recognized authority on a 
variety of subjects, and to ask the Committee to 
report on the causes of the depression and on the 
action which the International Labour Office could 
take to assist in combating it. The report of the 
Committee approved by the Governing Body 
represents the agreed opinion of workers, employ- 
ers, and governments, and it forms the basis of the 
action which is at present being undertaken. 

First the report gave the causes as follows: 

Without wishing to make either a complete or a systematic 
enumeration, the Committee, desirous of showing the com- 
plexity of the problem, draws attention to the following fac- 
tors which, rightly or wrongly, are often considered as causes 
of unemployment: 

a) Excessive production of certain agricultural products 
said to result partly from exceptionally good harvests and 


partly from an increase in the amount of cultivated land due 
to faulty estimates of the demand, which is sometimes dimin- 
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ished by underconsumption, leading to inability to sell, to a 
decrease in the purchasing power of the rural population, and 
consequently to a contraction of outlets for industrial prod- 
ucts. 

b) The maladjustment between the production of certain 
industrial products, such as raw materials and industrial 
equipment, and the markets’ power of absorption. 

c) The alleged inelasticity in the links whereby effective 
purchasing power, as expressed in currency and credit, is held 
by some to be connected with the world’s available gold supply 
and to have been a factor in the unprecedented fall in world 
prices. 

da) Lack of confidence which is often said to be the cause of 
an inadequate distribution of gold, of an imperfect circulation 
of capital and a restriction in the granting of credits, and which 
by preventing the financing of countries which are in need of 
capital and the development of the purchasing power of con- 
sumers is said to have made it impossible to restrict the fall of 
world-prices. 

e) The fall in the price of silver, which 1s said to have 
brought about a considerable decrease in the purchasing power 
of countries whose currency is based on that metal, a purchas- 
ing power already reduced by the political conditions in some 
of those countries. 

Ff) Too high a cost of production in certain countries as a 
result of physical, geographical, or other conditions. 

g) The disturbances in international commerce caused not 
only by the development of new industrial areas but also by 
artificial barriers put in the way of international trade and by 
the difficulties said to be associated with the problem of politi- 
cal debts. 
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h) The difficulties in the way of adjusting movements of 
population to the possibilities of exploiting the resources of 
the world. 

i) The disorganization of the labor market caused by the 
extra-rapid development of labor-saving machinery and of the 
process of rationalization. 


The report then made the following suggestions 
for action: 

a) The need for the organization of the labor market by 
public employment exchange services and by schemes for the 
readaptation of discharged workers. 

b) The need for developing existing systems of relief and 
insurance and of creating insurance systems where they are 
not in existence. 

c) Undertaking of extensive public works in accordance 
with plans previously drawn up. The examination of the pos- 
sibility of agreements to secure the execution of public works 
of an international character. 

a) International co-operation to secure the free movement 
and placing of men in unexploited regions capable of utilizing 
their activity with a view to increasing markets. 

¢) The development of suitable methods for insuring co- 
operation among the different national economic systems. 


As might be expected, the Committee disagreed on 
the question of wages and hours, the workers 
affirming their belief in the principle of increasing 
wages and shortening hours and the employers 
taking the contrary view. 

Let us examine now what possibilities of action 
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are suggested by the foregoing enumeration of 
causes and remedies." 

As regards the agricultural depression, special 
conferences have already been held on sugar and 
wheat. Negotiations have been undertaken to 
assist certain agricultural countries of Europe to 
find markets for their stocks of cereals, and con- 
siderable progress has been made with the inter- 
national organization of agricultural credit. It may 
be necessary to go farther, to consider a rationing 
of production by agreement, or as a preliminary 
to develop permanent relations between groups of 
consumers and groups of producers. 

As regards the second cause, industrial over- 
production—or maladjustment, as the report more 
accurately terms it—and excessive increase in 
equipment, the immense complexity of the indus- 
trial system does not lend itself so readily to 
attempts at direct organization. The Economic 
Conference of 1927 threw out an idea which has, 
perhaps, future possibilities. It contemplated the 
organization of industry from within, but suggested 
that organizations of wage-earners and of con- 
sumers might have a right to a kind of “‘watching 
brief” on industrial developments so that they 


™ For a fuller discussion see the Report of the Director to the Fifteenth 
Session of the International Labour Conference, 7931. 
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could put forward their criticisms and apprehen- 
sions and thus secure that social consequences 
should be signaled as early as possible. If Mr. 
Keynes’s theory is accepted and put into operation, 
and is found in practice to give the results theoreti- 
cally predicted, the problem would, of course, be 
solved more directly. 

As regards the monetary problem, the Gold 
Delegation of the Economic Committee has al- 
ready arrived at important practical conclusions. 
Its members agree that ‘measures can be found 
which should prevent the quantities of new gold 
becoming available for monetary purposes from 
having a decisive influence” on prices. They 
further consider that the immobilized portion of 
the world’s monetary gold can be reduced without 
in any way weakening the general credit structure, 
provided an international understanding has 
previously been reached, and that such a reduction 
would increase the working reserve of the central 
banks and give greater elasticity to the whole 
system. 

The practical application of these measures 
depends, now, only on the negotiation of agree- 
ments to put them into effect. 

The fourth cause, lack of confidence, is not one 
for which any technical remedies can be sought 
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or applied. It is a question of international psy- 
chology. The spirit of distrust, which is at its 
origin, can only be conjured away by the steady 
improvement of international relations and by a 
growing sense of the solidarity of interests through- 
out the world. It is in this connection that in my 
view the gesture of President Hoover has its 
greatest value. Apart from the relief which his 
plan may afford financially it will have an im- 
mense influence of a spiritual kind. It will pro- 
vide not only a moratorium of payments but a 
moratorium of pessimism, and if the flow of pes- 
simism can be stopped for a year we may find 
that civilization has recovered its buoyancy. 

The question of the fall in the price of silver and 
its effect on the oriental markets is a technical one 
which I cannot attempt to discuss. But its 
essential technical character suggests that a solu- 
tion should not be impossible. 

The question of costs of production leads us to 
all the thorny questions of economic theory and in 
particular to the wage controversy. But, as it is 
stated in the report, it avoids this aspect, on which 
agreement was found to be impossible, and it is 
confined to differential costs as between countries 
resulting from physical, geographical, and other 
conditions. Even so limited it presents difficulties 
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of analysis which there is not time to develop. It 
is another way of stating the general problem, 
that a way must be found to reconcile social and 
economic progress. 

Much could be said about the seventh cause, 
disturbances of commerce. I have already referred 
to the failure to put into operation the tariff truce, 
but I do not think we need despair of securing at 
all events a greater measure of tariff stability, 
which will avoid the dislocation caused by changes 
made with little or no notice. 

An enormous step has been taken as regards the 
problem of debts, which the committee mentioned 
under this heading, by the Hoover plan. 

The difficulties in the way of the movement of 
population can hardly be considered as having had 
any important effect in the spread of unemploy- 
ment since 1929. They require, however, to be 
considered as a factor in the endemic unemploy- 
ment from which certain countries have suffered 
in the last ten years. 

The last cause to which the Committee drew at- 
tention was the extra-rapid development of labor- 
saving machinery, or, as it 1s commonly called, 
rationalization. The real difficulty here is that 
rationalization has only been partial, and has not 
been applied with a view to eliminating all sources 
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of waste, including the serious waste to the com- 
munity of idle workers. Here again we have in a 
special form the problem of reconciling economic 
and social progress. 

Let us turn now to the suggestions for specific 
action which the Committee made. 

The first is that of the organization of public 
employment exchange services. 

It may be thought at first sight that this is no 
remedy. When there is general unemployment, 
machinery intended to bring the worker and the 
job together may seem useless, since there is every- 
where an excess of workers over jobs. This, how- 
ever, assumes that a general situation is every- 
where true in detail. In a process of rationalization 
accompanied by a growth of new industries there 
will be an element, at all events, of transitional 
unemployment, and a properly organized system 
of employment exchanges can diminish its effects. 
For example, in Germany employers are obliged to 
notify public authorities, in advance, of their in- 
tention to suspend the working of part or the whole 
of their plant. If warning were given of such sus- 
pensions, should not plans be made in advance, 
where possible, to utilize the displaced labor? The 
policy of absorbing labor in times of crisis on public 
works is one which practically all states have 
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accepted, although economists see great difficulties 
in judging how it can be applied so as to have 
a remedial effect. But a system of employment 
exchanges would seem to be a necessary liaison 
between the fluctuations in employment in in- 
dustry and the application of such a policy. It is 
through a properly organized system of public 
employment exchanges that the public-works 
policy can be used to the greatest effect. Public 
employment exchanges watching the course of 
employment in industry and its changes in direc- 
tion are also indicated as an essential piece of 
machinery in any scheme of vocational guidance, 
and in any schemes for the readaptation of dis- 
placed workers. The international co-ordination of 
the operation of national public employment 
exchange systems 1s now to be actively taken in 
hand and an international conference is soon to be 
called to discuss how it can be achieved. 

The second measure which the Committee 
suggested for action was unemployment insurance. 

It is interesting to note, first of all, the extraor- 
dinary spread of unemployment insurance during 
the past decade. When in 1919 the International 
Labour Conference recommended the establish- 
ment of systems of unemployment insurance, there 
were some 4,500,000 workers insured against un- 
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employment and 3,700,000 of these were in one 
country, Great Britain. 

Today more than 46,000,000 workers are com- 
pulsorily insured against this risk in ten countries; 
or 36,000,000 if we leave out of the count Russia, 
where unemployment benefit was suspended in 
October of last year in view of the situation of the 
labor market. In addition, there are some 3,000,000 
workers who are voluntarily insured. 

Thus it may be said that the system has become 
almost universally recognized in practice. And 
there are signs that it is likely to spread still farther 
in spite of the many criticisms advanced not only 
by employers, but by economists and statesmen as 
well, 

These criticisms may be briefly summarized as 
follows. 

First, it is argued that unemployment insurance 
prevents the free movement of wages and thus robs 
the economic system of the elasticity which is 
necessary to allow it to make the essential readjust- 
ments in a crisis. On the theoretical side, econom- 
ists are by no means unanimous that wage-cutting 
is a sovereign remedy in a crisis. Economic opin- 
ion, as far as I have been able to gather, would 
distinguish a number of cases, and would not be in 
favor of general wage-cutting as an indiscriminate 
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policy. There is a practical difficulty of determin- 
ing when the cases on which economic argument 
would justify wage-cutting actually arise, and 
there are many general considerations regarding 
the present crisis which would seem to tend the 
other way. Unemployment insurance undoubtedly 
tends to fix a minimum below which it is difficult 
for wages to fall; it is a barrier against a serious 
lowering of the workers’ standard of living. This 
is the precise object for which it is designed. But, 
if we turn from theory to facts, it does not seem, 
so far as information is available, that it has in fact 
prevented adjustments in wages. Wages do not 
appear to have fallen, for example, in a greater 
proportion in countries which have no insurance 
system as compared with those which have. 

Next, it is urged that unemployment insurance 
imposes considerable charges. This is true. But 
what imposes a burden on production is not un- 
employment insurance, but unemployment. The 
conscience of humanity cannot admit that the un- 
employed should simply be allowed to starve. That 
being so, the only question is one of method. In 
England, for instance, the extension of insurance 
has simply meant that the state has taken over 
liabilities which would otherwise have fallen on 
local authorities. 
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Then it is maintained that unemployment in- 
surance has a detrimental moral effect on both 
employers and workers. It leads, it is urged, to 
slackness and saps enterprise and effort. This 
argument, if it were valid, would carry us very far. 
It would apply to all forms of insurance and social 
services, even to free education, which all civilized 
communities recognize as not only desirable but 
essential. 

Again it is urged that it tends to render labor 
immobile. But, in the degree in which this argu- 
ment is true, it is rather a matter of the working 
of a particular system than of the principle in- 
volved. Insurance should be geared up with an 
efficient system of public employment exchanges 
pursuing a comprehensive policy such as I have 
elsewhere described. The same reply can be made 
to the often repeated criticism that unemploy- 
ment insurance destroys the will to work. This 
criticism is frequently made without any reference 
to the figures of the sums actually paid in benefit. 
In England an unemployed person without depend- 
ents receives only seventeen shillings a week. The 
wages of a shipbuilding laborer are forty shillings 
a week, and this wage is among the lowest in 
British industry. For instance, the wage of a build- 
ing laborer is about fifty-two shillings a week. If 
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the unemployed man has dependents he gets nine 
shillings a week for an adult and two shillings a 
week for each child. To reach the wage of forty 
shillings a week, quoted above, you would have to 
have the case of a man and his wife and seven 
children. Nine persons cannot live on that sum. 
The figures for Germany are similar. And the 
argument we may draw from the figures, namely, 
that there is little temptation to exploit the so- 
called dole, is confirmed by the small number of 
cases of fraud, less than .o17 per cent in Great 
Britain. 

The last objection is that the burden has become 
too heavy to bear. Insurance funds have become 
exhausted in the present crisis, or were exhausted 
during prolonged periods of unemployment pre- 
vious to the crisis as in Great Britain, and the cost 
has now to be met by provisions from the state, 
which the state is finding it increasingly difficult to 
provide. 

Here a number of points arise. In the first place, 
as pointed out above, it is not insurance which is 
costly but unemployment. Certain economies are, 
perhaps, possible, certain abuses can perhaps be 
corrected, but the manifest advantages of the 
system preclude its abolition. There may be 
financial difficulties, but there 1s a credit side which 
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cannot be lost sight of. In the most severe un- 
employment crisis we have known, there has been 
in the countries with insurance systems little actual 
suffering compared with what there was in shorter 
and less severe depressions before the war. The 
consumption of necessaries has been maintained. 
The skill and morale of the workers has been pre- 
served, so that they can be reabsorbed when the 
condition of industry improves. Political and 
social stability has survived a strain 1n which they 
might easily have been shaken with incalculable 
results. Cut-throat competition in wages, as op- 
posed to economic changes, has been avoided. 
Unemployment insurance has consecrated the 
worker’s “‘right to live” and in so doing has helped 
to maintain an economic equilibrium that would 
have been still more disastrously disturbed in its 
absence. It is significant that the National Con- 
federation of British Employers’ Organizations, in 
putting before the Prime Minister their views on 
industrial policy in the present crisis, and while 
asking that the burdens on industry should be 
relieved in various ways, stated “We have through- 
out supported a system of unemployment insurance 
as part of the industrial organization of the 
country..... 
Thus, the attempt which will now be undertaken 
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to examine internationally the best forms of un- 
employment insurance, comes at a moment when 
there is a great body of experience available, and 
when it may be hoped that an international agree- 
ment will be reached which will correct certain 
faults and errors and lay down the principles on 
which unemployment insurance may be applied 
with the maximum useful results. 

The Unemployment Committee next drew at- 
tention to the importance of a properly planned 
policy of public works and to the possibility of 
agreements between governments concerning the 
execution of public works of an international 
character. 

It is not necessary to discuss this suggestion in 
detail. A system of unemployment insurance com- 
bined with a system of public employment ex- 
changes obviously needs to be completed by a 
policy of public works thought out in advance, 
both for reasons of the economies which can be 
made in the cost of insurance and of avoiding the 
bad psychological effects of prolonged idleness on 
the part of the unemployed. The idea is not new, 
but it is doubtful if its full practical possibilities 
have ever been realized. Calculations show that 
such a policy properly applied could reduce the 
effect of the depression by as much as 25 per cent. 
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It is sometimes objected that the policy is based 
on a fallacy and that it merely results in a trans- 
ference of employment and not in an addition to It. 
This objection is based on the idea that the money 
spent on public works would have been used by 
private undertakings. This is obviously incorrect 
as regards those public works which are indispens- 
able, which would have had to be undertaken in 
any case, and which are simply constructed at a 
different time. It is difficult to believe that the 
objection is valid as regards the others, since a 
feature of a depression is an excess of uninvested 
capital. And if Mr. Keynes’s theory is correct the 
use of this capital, or part of it, for the construction 
of public works would act not merely as a palliative, 
a kind of shock absorber, but as a positive remedy. 

Both as regards national and international 
public works the question of the supply of capital 
arises. I have already referred to the difficulties 
which arise due to the too great concentration of 
capital in some countries and to the dearth of it in 
others. Efforts are now being made to negotiate 
international agreements and to provide inter- 
national guaranties which will facilitate a better 
distribution of capital. And side by side with 
these, and a condition of their success, must go the 
general progress of international understanding 
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which alone can remove the spirit of distrust and 
insecurity which play so great a part in the con- 
tinuance of the present depression. 

I have not time to discuss the last two sugges- 
tions of the Unemployment Committee, relating 
to the development of unexploited regions so as to 
increase markets and to the closer co-operation of 
the national economic systems. 

The first is a long-term remedy to which I have 
already referred when I spoke of emigration, and 
the second I have dealt with incidentally in describ- 
ing the economic work of the League. 

I should add that action on the lines of all these 
suggestions was approved by the International 
Labour Conference at the conclusion of the discus- 
sion which I attempted to summarize in my first 
lecture, and their economic aspects will presumably 
be immediately taken into consideration by the 
Economic Organization of the League. 

In the meantime, parallel consideration is al- 
ready being given to a number of these points by 
the European union—in particular to the possi- 
bility of co-ordinating the various systems of em- 
ployment exchanges in the different European 
countries and thus setting up a kind of European 
employment exchange, and to the question of 
national and European public works. Information 
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has already been collected as to the public works 
which the different European countries have 
planned, as to their cost, as to the amount of 
capital available nationally and the amount which 
would have to be supplied by some European 
credit organization. 

An examination is also in progress of what I have 
called “international public works”’—a _ co-ordi- 
nated road system for Europe, improvements in the 
railway routes, the construction of new tunnels, 
etc., the development of Europe’s inland water- 
ways. Other suggestions concern the international 
distribution of electrical power and the introduc- 
tion on the European railway system of automatic 
couplings. 

I gather from the press that important progress 
has been made even in the last few days toward the 
organization of a European credit bank which will 
make credit available for the realization of at least 
a part of these proposals, and in particular as re- 
gards the development of a co-ordinated European 
road system. And I should add that the Inter- 
national Labor Conference has fast adopted a 
convention regulating hours of work in coal mines, 
and the road is now open for an economic settle- 
ment in the coal industry which could not be 
undertaken so long as competition in hours could 
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have been used to render any economic agreement 
useless. 

I have only been able to give you in the barest 
outline some idea of the work which has been ac- 
complished by the different international organiza- 
tions. I have not even attempted to list, let alone 
summarize or read, the hundreds of resolutions 
which have been adopted by one or another com- 
mittee or conference. It can therefore be said that 
the international organizations have been active, 
that their activity dates back to long before the 
present crisis, and that from the very beginning 
they have been preoccupied with the problem 
which faces us in so intense a form today. 

To that it may be replied that, although there 
has been great activity, there has been little action. 
The piling of resolution upon resolution, the refer- 
ence from conference to committee and from com- 
mittee to subcommittee and back again, is it really 
taking us anywhere? Is all this activity swimming 
or is it Just an exhausting and futile struggle to 
clutch at non-existent straws? 

I think I may conclude by attempting to answer 
that question. 

First of all, it is a mistake to consider that there 
has been no action and that that action has pro- 
duced no results. I would remind you that twenty- 
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four countries have ratified the Washington un- 
employment convention and set up systems of free 
public employment exchanges. The same coun- 
tries are pooling their information internationally. 
Similar real achievement has taken place in the 
case of the maritime conventions on unemploy- 
ment. I would recall, too, the figures I gave you as 
to unemployment insurance— 4,500,000 insured 
when the Washington Conference urged the general 
adoption of unemployment insurance, and 49,000,- 
000 (or 39,000,000, if we leave out Russia) today. 
And what is the result? An incalculable saving as 
regards human suffering—and the preservation of 
human dignity and self-respect. That is a real 
and a concrete result. 

It may be argued that these and the other 
measures I have described do not constitute a cure, 
but are only palliatives. I agree, but they are the 
first steps toward a cure. Previously, when the 
economic ship struck the rocks the crew were left 
to struggle ashore as best they could or perish in 
the attempt. Now at least they are provided 
with life-saving appliances; at least they are able 
to keep afloat. It 1s surely something to have 
achieved this measure of security, even if we have 
not yet succeeded in learning how to navigate the 
ship or to eliminate the rocks. 


{ 245 } 


UNEMPLOYMENT 


It may be argued that that is what 1s required 
and that international action is a failure because 
all it can offer at present is a number of diverse 
measures which may help in one way or another to 
diminish the effects of the catastrophe. But that 
argument loses sight of the essential fact that the 
ship is on the rocks. New theories of navigation 
will not get it off. It may be that distinguished 
economists like Mr. Keynes will do for our eco- 
nomic navigation what Newton did for maritime 
navigation—give us a theory which will enable us 
to navigate always in safe and profitable waters, 
guiding our course by a series of economic observa- 
tions as the sailor guides his ship by readings of the 
sun and stars. But that is for the future. Our 
immediate problem 1s an emergency problem. And 
in an emergency we cannot wait for the long-term 
solution. And the long-term solution, remember, 
means not only its discovery, but the education of 
opinion to its application. It means not only in- 
vention, but negotiation, agreement, and then 
confirmation. All these must precede action. Thus, 
though the international proposals for action and 
the action being taken on them may seem only 
partial or fractional attempts to deal with the 
problem, that 1s all that is practically possible in 
the circumstances. 
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We can measure our achievements in two ways. 
We can measure them against what it would be 
theoretically desirable to accomplish. If we do that 
we may be faint-hearted at the task which lies be- 
fore us. But that is an unsound method. We do 
not know what may be possible or impossible in 
the future. The other method is to measure our 
achievements by the difficulties which have been 
overcome. If we do this we can, I think, be more 
optimistic. It is certain that much of what is today 
an accomplished fact, not what is merely proposed, 
would have seemed in the pre-war period a utopian 
dream. 

Action has, perhaps, been limited, but 1n aiming 
at even these fractional results society has shaped 
new institutions which will allow of action on a 
more comprehensive scale when knowledge is ready 
to point the way. 

It is true that we have no single remedy for the 
present crisis, but we have something even more 
fundamental, we have proved methods of collabora- 
tion based on an ever increasing conviction of the 
solidarity of human society. We have not a mecha- 
nism but an organism that has in it the elements of 
growth. We might well despair if the severity of 
the present crisis had injured that organism. On 
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the contrary, it has not only survived but it has 
responded to the challenge in a remarkable degree. 

Whatever the difficulties that remain to be sur- 
mounted, we can find in our recent experience 
elements of confidence that social needs and eco- 
nomic necessities may yet be reconciled. No prob- 
lem can be dismissed as insoluble when its ele- 
ments grow and change, and when we are inclined 
to take a pessimistic view we should remember 
that our civilization is still young and has in it all 
the as yet unrevealed possibilities of youth. 
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